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THE ECONOMICS AND LEGALITY OF PREMIUM GIVING 


On March 6, 1916, the Supreme Court of the United States 
handed down, simultaneously, three decisions as to the validity of 
state laws imposing a special license tax upon the use of trading 
stamps, coupons, certificates, or “other similar devices.”* These 
decisions suddenly reversed the majority opinion of the lower 
courts which had held such laws invalid since the leading case of 
People v. Gillson? in 1888. They are of peculiar significance, there- 
fore, because they bring this sweeping reversal, and because their 
effect, if they are consistently followed, will be far-reaching. It is 
proposed here to analyze the premium-giving system, to assemble 
the arguments offered for and against it, to trace the legal reason- 
ing up to these final decisions, and to show some of the possible 
consequences that may be expected to follow. 


I 


The system of premium giving in retail trade is a very familiar 
commercial phenomenon today, and is no new thing in business. 
In one form or another it runs back to unrecorded times. The 
coupon system itself is so old that no one knows when it originated. 

* Rast v. Van Deman & Lewis, 240 U.S. 342; Tanner v. Little, 240 U.S. 369; 
Pitney v. Washington, 240 U.S. 387. 

2 109 N.Y. 380. 

3H. S. Bunting, The Premium System of Forcing Sales, p. 1. 
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Our ancestry were familiar with the “‘baker’s dozen.’* But the 
systems that have aroused opposition are of recent growth and are 
probably not more than twenty-five or thirty years old. The 
Sperry & Hutchinson Company, that today towers above all others, 
was organized about nineteen years ago. 

These modern systems are the result of business specialization. 
Formerly the merchant or manufacturer himself gave to the cus- 
tomer a “bonus for patronage,”’ whether it was a stick of candy to 
the children, a cigar to the man, a ribbon to the woman, “knocking 
off the odd cents” for an “‘even count,” a souvenir spoon in the 
package, the choice of a group of selected articles on the counter, 
or some other one of a countless number of devices. But the time 
came when the merchant found it inconvenient to keep the pre- 
miums in stock, to look after the printing of the coupons, trading 
stamps, or other tokens.? Then arose the specialist, like Thomas 
A. Sperry, who organized a company to take the bother off the hands 
of the merchant and manufacturer, to make it his business to keep 
the premiums offered in stock at convenient places, to print and 
put into the hands of the merchant or manufacturer the “tokens,” 
and to publish and distribute among consumers the premium 
catalogues. 

From this specialization of function arose three general methods 
of issuing and redeeming coupons, etc.: (1) the merchant may issue 
his own coupons and redeem them; (2) the coupons may be handed 
out by the merchant, but issued by a company wholly separated, 
probably in a different state, and redeemed by a premium store 
near by; (3) the coupons may be issued and redeemed at some 
point removed from the merchant who handed them out. There 
is no difference in function between these various methods. “All 
of the schemes have a common character—something is given 
besides that which is or is supposed to be the immediate incentive 
to the transaction of sale and purchase, something of value given 
other than it; and even as to the second and third schemes, the 
transactions are only executed through the purchase at retail.’ 

* Current Opinion, LVIII, 439. 
2 Journal of Commerce, October 15, 1915, p. 10. 
3 Cf. Rast v. Van Deman, 240 U.S. 359-60. 
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While this common characteristic is obvious, there are two 
distinctions that must be kept in mind: (a) when the issuance and 
redemption of the coupons or other tokens are taken out of the 
hands of the merchant or manufacturer, a new functional middle- 
man arises to “intervene between the buyer and seller,’”’ and to 
demand a reward for his services; (6) there is a marked difference 
between a token given by the retailer himself, as illustrated by the 
S. & H. Green Trading Stamp, and the token which is packed in 
his goods by the manufacturer, as illustrated by the Hamilton 
Coupon. Both the merchant’s trading stamp and the manu- 
facturer’s coupon may be alike profit-sharing, but in one case the 
retailer shares his profits and in the other case the manufacturer 
shares his. The economic significance of this distinction will 
appear later. 

Since the inception of this idea of a functional middleman to 
take care of the issuance and redemption of premium tokens, many 
trading-stamp and coupon companies have come into existence. 
The premium business has grown to great porportions. It has 
been estimated that 125,000,000 to 135,000,000 dollars’ worth of 
premium goods were distributed during 1915.’ “Last year,” said 
Mr. George J. Whelan, president of United Cigar Stores Company, 
“under this plan, we distributed in merchandise standard articles 
which cost us over $1,750,000. The retail value was over $3,500,- 
000.2 Today, we have about 1,000 articles for men, women, 
and children listed in the profit-sharing catalogue, of which we 
distribute 6,000,000 annually.’? “After fifteen years,” said 
President G. B. Caldwell, of Sperry & Hutchinson, “from 1900 to 
the present, the Sperry & Hutchinson Company issued 21,691,- 
757,424 tokens or stamps, and redeemed 18,089,451,158, or 84 per 
cent; . . . . the remaining 16 per cent exist as a continuing liabil- 
ity.”4 The same company claims to have today some 10,000,000 
collectors of its coupons and trading stamps.s In 1914 the 


* Estimate by H. T. Graham, vice-president of the United Profit-Sharing Cor- 
poration; cf. also S. H. Kirkman, Printer’s Ink, February 11, 1915, p. 28. 

2 Printer’s Ink, June 24, 1915, p. 80 3 Ibid. 
4 Ibid., p. 151. 
5 Journal of Commerce, April 10, 1915, p. 5. 
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California Fruit Growers’ Association redeemed over 40,000,000 of 
the tissue paper wrappers from “Sunkist” oranges and lemons. 
The Quaker Oats Company has, through extensive advertising, 
disposed of carloads of aluminum steam cookers, in exchange for 
a given number of trademarks cut from packages of its goods, and 
“one dollar extra.’’"* It distributed 36,000,000 coupons in 1914-15. 

If the general estimate given above is correct, there is dis- 
tributed annually premium merchandise with a retail value of 
$1.25 to $1.33 per capita for every man, woman, and child in the 
United States. To these vast proportions has the premium busi- 
hess grown in a quarter of a century and in the face of persistent 
and increasingly bitter opposition. 

There are two fairly distinct types of policies held by the coupon 
companies today, with the remnants of a third. First, the token 
may be given with a single condition that a certain number shall 
be presented collectively to obtain the premium; secondly, there 
may be required a specified sum of money in addition to the tokens, 
and there are still instances where the premium accompanies the 
purchase, usually inclosed in the package. This last-named type 
lies clearly within the lottery field, owing to the element of uncer- 
tainty. It may be dismissed as a plan long since discredited. 

As to the first and second types, the distinction is more super- 
ficial than fundamental, for the very same appeal underlies them 
both. The terms of the one requiring the addition of cash are less 
liberal and more conservative than the other; but there are few 
policies that will not give the premium where cash is offered to 
make up for a deficiency in the number of tokens. In general, the 
terms offered to the consumer are that certain tokens, coupons, 
trading stamps, tickets, certificates, wrappers, trademarks cut 
from the package, etc., are to be secured as the result of an actual 
cash purchase. When these tokens have accumulated, they can be 
presented in specified numbers at specified ‘‘premium parlors,” 
according to the announcement contained in the premium cata- 
logues that are distributed free of charge to all patrons, for which 
certain designated articles can be obtained. The special stamps or 


* Current Opinion, LVIII, 440. 
* Printer’s Ink, April 29, 1915, p. 12. 3 State v. Hawkins, 95 Md. 147. 
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coupons are often to be pasted in a book, which also is furnished 
without charge. The books usually hold 990 stamps or coupons, 
and premiums are offered in units of the stamp books. But there 
are a great many varieties of plans, each striving for an attractive 
uniqueness, as in the case of insurance policies. 

The terms offered the dealer are also pretty much alike. The 
premium companies sell the tokens outright to the merchant or 
manufacturer in multiples of 1,000. In return for the price paid, 
the premium companies agree to redeem all the tokens presented 
at their “parlors” in accordance with the announcement in the 
premium catalogues which they publish and distribute at their own 
expense. These catalogues also contain in the “merchant direc- 
tory” the names and addresses of all dealers who carry the stamps 
or coupons issued by the premium companies. The tokens reach 
the consumer always through the hands of the dealer, whether the 
merchant hands them out upon request, or thrusts them into the 
purchaser’s hand—as is the policy of the United Cigar Stores—or 
the manufacturer incloses them in his branded package. 

The rates at which the tokens are sold doubtless vary much 
with circumstances. In one case the dealers pay $5.00 per 
thousand." The more usual rate is $2.50 per thousand, or $3.50 
per thousand “‘west of the Rockies.’”” If the tokens are given out 
to the consumer on the basis of one with each ten-cent purchase, 
and are redeemed in books of 1,000 (actually 960-990), each token 
would presumably have the purchasing power of one-quarter of 
a cent. On this basis the tokens would represent a discount of 
4 per cent on each purchase. 

In practice the discounts apparently range above and below 
this estimate. ‘Most soap companies figure on giving one-third 
of a cent actual cost per wrapper. This is about 10 per cent of what 
the house receives for the soap.”3 ‘On a cash discount basis, 
the discount we give would amount to only 4 per cent or one cent 
on each twenty-five cent purchase. By investing this cash in 


* Lansburgh v. District of Columbia, 11 App. Cases 531. 

2 The Annalist, May 10, 1915, p. 470. 

3S. W. Eckman, manager of the Premium Department, B. T. Babbitt, Inc., 
quoted by H. S. Bunting, The Premium System of Forcing Sales, p. 81. 
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merchandise on a large scale, we give each certificate the buying 
power of two cents; so that we have an actual discount under our 
plan of 8 per cent.”* Milk concerns have estimated their premium 
discount at an average of 4 to 5 per cent; tobacco concerns at 2 per 
cent and over. “Successful premium users find that the system 
costs them from 2 to 3 per cent of the volume of sales.’’ 

There are no well-defined restrictions as to the kinds of goods 
that are fitted for use as premiums. A visit to any large “premium 
parlor”’ will reveal a bewildering assortment of merchandise. ‘In 
Syracuse we began with a total of 15 articles. Today, we have 
about 1,000 articles for men, women, and children.’* Other 
stocks run as high as 5,000 different kinds. The basis of selection, 
of course, is to appeal to patrons. Of these, even with tobacco 
coupons, 85 per cent are women.’ The broad limits seem to be 
that the premiums should not be too insignificant to be attractive, 
nor so expensive as to be discouraging. The number of tokens 
required has been found to range from 5 to 2,430,960 (an electric 
four-passenger car offered for Federal Dividend Coupons). In 
general the stock may be described as consisting of articles for 
“personal use and house furnishing.’”* 

The merchandise that will carry the stamps or coupons is 
naturally that which sells rapidly and in large quantities. The 
fundamental idea is to get the patron to return—to secure contin- 
uous patronage. There is sound sense in the remark, if sufficiently 
qualified, that “‘it is immaterial to the retail trader what you con- 
sume, provided you buy it of him, and it is the dealer’s effort to 
fix the place of purchase, rather than the kind of goods consumed.’” 
And a successful merchant has said, with conviction, that “pre- 
miums can be used with profit by any manufacturer or distributor 


* George J. Whelan, Printer’s Ink, June 24, 1915, p. 80. 

2H. S. Bunting, The Premium System of Forcing Sales, p. 81. 

3 Ibid., p. 21. 

4 George J. Whelan, United Cigar Stores Company, Printer’s Ink, June 29, 1915, 
p. 81. 

5 Printer’s Ink, June 29, 1915, p. 80. 

6 Journal of Commerce, October 15, 1915, p. 10. 

7 Journal of Political Economy, XIII, 581. 
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whose goods are used up with sufficient rapidity to make a quick 
and recurrent demand from the consumer.”” 

This, then, is the system of premium giving in the retail trade, 
the system by means of which “something is given besides that 
which is or is supposed to be the immediate incentive to the trans- 
action of sale and purchase, something of value given other than 
it.”* It has been shown that with the development of the system 
there arose a new type of functional middleman who has under- 
taken the task of carrying out the details of it. He has introduced 
the co-operative idea into the system, whereby several merchants 
or manufacturers can pool their interests and buy at a fixed rate 
the service of this middleman. If the manufacturer or merchant 
still controls his system of premium giving, there has arisen a 
functional department to perform the same service. This is true 
of The United Cigar Stores Company, of Kirkman & Co., of James 
S. Kirk & Co., of the Commonwealth Edison Company, and of 
certain large department stores. It has also been shown that 
there is a marked distinction between a token inclosed in a package 
by the manufacturer and the token given by the retail merchant 
to the purchaser. In the one case, of course, the power of the 
appeal is in the hands of the manufacturer even while the retailer 
handles the goods. In the other case the retailer is master of the 
system. The methods and price policies connected with the 
system have also been described. And, lastly, attention was 
centered upon the character of the merchandise to which the tokens 
give a claim. It is now proposed to examine the arguments 
offered for and against the system. 


Il 


As was stated above, the business done through the premium- 
giving system has grown apace, and premium companies have 
multiplied rapidly in the face of persistent and increasingly bitter 
opposition. The chief opponents have been such organizations as. 
the National Retail Dry Goods Association, the New York Retail 
Dry Goods Association, the American Newspaper Publishers” 
*H. S. Bunting, The Premium System of Forcing Sales, p. 90. 

2 Rast v. Van Deman, 240 U.S. 360. 
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Association, and the large department stores like Marshall Field 
& Co., John Wanamaker Company, and R. H. Macy & Co. Cer- 
tain trade journals, such as the Southern Merchant and the Dry 
Goods Economist, are rabidly opposed and the Saturday Evening 
Post refuses to sell advertising space to the premium companies. 
Many individual writers, journalists, economic theorists, and 
others have decried it. Their arguments have been varied, if not 
always convincing, and may be summarized as follows: 


1. “The coupon is an admission that the goods carrying it do not measure 
up to the price asked, and that something extra must be included to give 
money’s worth” (John Wanamaker, quoted in the Dry Goods Economist, 
July 22, 1916, p. 36). 

2. The premium-giving system, whatever its form, is based fundamentally 
upon the popular belief that the purchaser is getting something for nothing 
(Idem, The Annalist, May 10, 1915, p. 470; Arno Dosch, “The Fallacy of the 
Trading Stamp,” Pearson’s Magazine, August, 1911, pp. 167-74, passim). 

3. “‘Profit-sharing coupons packed with merchandise do not in any way 
add to the value of such merchandise” (Open letter, Marshall Field & Co., 
Journal of Commerce, April 10, 1915, p. 5). 

4. The trading stamp, profit-sharing coupon, etc., do not create new 
business, but at best only switch from one brand or one merchant to another 
(Literary Digest, June 5, 1915, p. 1363). 

5. The use of the premium-giving system does not lower selling cost 
{ibid.). 

6. The coupon enterprise neither buys nor sells anything in the community, 
except at the premium headquarters (ibid.). 

7. Premiums do not stimulate sales for the retailer or manufacturer (ibid.). 

8. Full values should be placed on the goods themselves (ibid.). 

9. On standard articles the expense of the premium system must be borne 
by the merchant himself (ibid.). 

10. The giving of premiums encourages fanatical and wasteful buying 
(sbid.). 
11. Once started, the system automatically forces the giving of an increased 
number of coupons, stamps, etc. (ibid.). 

12. Stamp-seekers buy stamps rather than merchandise (ibid.). 

13. The system compels the payment of an expense on both old and new 
business (sbid.). 

14. The premium-giving system is not only not a legitimate form of adver- 
tising, but is not a form of advertising at all. “Trading stamps constitute an 
inducement, but they are not an advertisement. They induce purchasers to 
buy at a certain store, but advertise none of the articles it contains. They 
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act as a lure, not an advertisement” (Arno Dosch, Pearson’s Magazine, 
August, 1911, p. 173; cf. also Printer’s Ink, April 29, 1915, pp. 63-68). 

15. Growing out of the idea of getting something for nothing is the decep- 
tion of the purchaser. “No retail store that I have any knowledge of has 
built up what is seemingly a permanent business on the plan of giving something 
for nothing. In the long run it is the public that is fooled. Someone must 
bear the expense of the catch-penny device, and that someone is eventually 
the public” (John Wanamaker, quoted in the Dry Goods Economist, July 22, 
1916, p. 36). 

16. It has been argued that the giving of premiums is nothing else than 
a disguised form of price cutting. “A dealer advertising fifty trading stamps 
with a small purchase of soap would obviously be guilty of an attempt to cut 
prices”’ (Journal of Commerce, October 14, 1915, p. 1). 

17. The premiums that are secured by the patient collector for all his 
laborious efforts are an inferior grade of goods. ‘Practically every coupon 
and trading-stamp institution offers commodities that are not up to standard 
grades in quality” (G. E. Lichty, Journal of Commerce, April 29, 1915, p. 7). 

18. Besides, it is argued, the system defeats its own end in that when one 
merchant or one manufacturer in a certain line of goods takes it up, his com- 
petitors are compelled to follow suit, and thus they are all on a common footing 
again with an incubus of added cost. 

19. And the theorist interposes the argument that the giving of premiums, 
the giving of “something besides that which is or is supposed to be the immedi- 
ate incentive to the transaction of sale and purchase,’’ through “the phe- 
nomenon of a combined price for two commodities entirely different presents 
itself to baffle the most careful inquiry into the nature of value” (cf. I. M. 
Rubinow, “Premiums in Retail Trade,” Journal of Political Economy, XIII, 
506). 

20. Finally, the economic theorists have more or less directly condemned 
the system as a great “‘social waste.” “The same is true of other methods of 
popularizing your goods—prizes, premiums, gifts, pictures, what not. These 
delude the purchaser into the belief that he is getting something for nothing. 
Like mendacious advertising, they rest on the gullibility of mankind, and are 
effective in proportion as they are carried out on a large scale. The tobacco 
combination in the United States has practiced the arts of ‘advertising and of 
premium giving systematically and successfully, success being promoted by 
the fact that for its commodities, good-will and the brand are of special impor- 
tance”’ (Taussig, Principles of Economics, I1, 428; cf. also Sidgwick, Principles 
of Political Economy, p. 418; Veblen, Theory of Business Enterprise, chap. 
iii; Knoop, American Business Enterprise, p. 17; Rubinow, “The Economics 
of Premium Giving,” Journal of Political Economy, XIII, 574.) 


The adherents of the system, on the other hand, have not been 
quiescent. Not only have the premium companies continued 
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to push their business, as the facts given above have shown, but 
they have also given a Roland for an Oliver in the thrust and 
parry of debate. Their arguments are listed here to compare with 
those of the opposition. 


1. The premium-giving system, as it is generally carried out, is a plan for 
sharing profits with the customer (G. B. Caldwell, Journal of Commerce, 
April 10, 1915, p. 5). ‘“‘ The true function of the profit-sharing coupon is that 
of surplus distribution” (George J. Whelan, Printer’s Ink, June 24, 1915, p. 82). 

2. The premiums are given as a “bonus for patronage.” ‘The function 
of the profit-sharing idea is to insure continued patronage” (George J. Whelan, 
Printer’s Ink, June 24, 1915, p. 82). ‘The value of continuous patronage and 
good-will of the buying public was the incentive for the use of the premium 
advertising” (Journal of Commerce, October 15, 1915, p. 10). ‘‘The purpose 
of the premium is advertisement and publicity. Its aim is not only to gain, 
but to retain, the purchaser. It is therefore the essential feature of the pre- 
mium that it be given for a series of purchases, and not for one” (Rubinow, 
Journal of Political Economy, XIII, 574). “This is not a money consideration, 
but a substantial appreciation of, and return for, continued patronage. You 
receive an occasional gift for buying regularly from merchants who issue these 
stamps’’ (quoted from a premium catalogue). 

3. Since the tokens are given presumably only upon the payment of cash, 
the system eliminates to a great extent “that bane of the retailer—credit 
accounts.” 

4. The premium is only a discount for cash; “‘is the concentration and 
condensation of an invisible vapor called cash discount into a concrete parcel 
of actual property which the consumer can feel with his fingers” (H. S. Bunt- 
ing, The Premium System of Forcing Sales, p. 40). It is paid in merchandise 
because there is no coin small enough to measure the possible discount on a 
small purchase, say of 5 or 10 cents, and because the system makes possible, 
through the purchase of the premiums in large quantities, a higher percentage 
of discount (Printer’s Ink, June 24, 1915, p. 80; February 11, 1915, p. 32). 
“We are frequently asked why we do not give the discount in cash. The 
above figures answer the question. In merchandise we can give twice as much” 
(Printer’s Ink, Junie 24, 1915, p. 80). 

5. Since the token collector is required to accumulate several before he is 
entitled to a premium, the system secures for the retailers “‘repeat’’ orders. 
“The adoption by him [the merchant] of the premium advertising system gives 
to his customers in retail value articles for personal use and household furnish- 
ing practically equal to the amount so expended by him and thus insures their 
continuous patronage” (Journal of Commerce, October 15, 1915, p. 10). 

6. Every merchant gives premiums in some form or other. They may 
take the form of concerts, theater tickets, railway fares, fashion parades, 
picture galleries, containers to be used for other purposes, delivery service, 
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“leaders,” insurance policies with city lots, books with subscriptions, etc. 
(cf. W. T. Posey, president of the United Profit-Sharing Corporation, Journal 
of Commerce, April 28, 1915, p. 12). 

7. No other system divides the cost of attracting attention with the con- 
sumer (ibid.). 

8. “It is foolish to say that the use of the premium system necessitates 
the increase of price or the lowering of quality. The coupon does not in any 
way affect the quality of goods” (ibid.). Merchandise in stores using profit- 
sharing coupons may be matched price for price and quality for quality, with 
goods in stores not using them. Competition would compel this (from inter- 
view with H. T. Graham, vice-president of the United Profit-Sharing 
Corporation). 

g. The system is not based upon the principle of something for nothing. 
“No intelligent premium advertiser now claims that he is giving something 
for nothing. He knows that he is giving something for the most valuable 
element in modern business, viz., patronage. ‘The manufacturer gives coupons 
to secure patronage of his goods; the retailer to secure patronage of his store” 
(W. T. Posey, Journal of Commerce, April 28, 1915, p. 12). 

10. The premium system is merely an effective form of advertising. ‘Our 
premium system is an advertisement, and, as a matter of fact, not only is it an 
advertising medium, but it is the only form of advertising in which the con- 
sumer directly benefits’ (Stroock, in Current Opinion, LIII, 440; cf. also 
Printer’s Ink, April 29, 1915, pp. 63-68). 

11. “Premium giving is simply service. It may be called by a thousand 
other names, but when analyzed the system is simply the expression of the 
desire of the merchant to give something for the purpose of inducing people to 
frequent his store” (G. B. Caldwell, Journal of Commerce, May 10, 1915, p. 10). 

12. “‘The trading stamp and the coupon represent the small unit of serv- 
ice. They grant to the small buyer for cash a discount which the big buyer 
always has received in the past” (Ibid.). 

13. ‘The system does increase sales. The premium system is the best 
and cheapest speeder-up of sales because your motive power is returned to 
you the very moment it leaves your hand” (Bunting, The Premium System 
of Forcing Sales, p. 17). 

14. “‘The premium is the only advertisement which commutes publicity 
into sales’’ (ibid. p. 49). 

15. There is no added sales cost through a use of the premium system, for 
“the non-premium using business concern pays for the premium which its 
wide-awake competitor gives away with its goods” (ibid., p. 74); pays, that 
is, in a loss of business. 

16. ‘The premium system encourages thrift in purchasers of small means 
by enabling them to secure certain articles for personal use or household adorn- 
ment without the expenditure of extra funds for them. In effect this amounts 
to a savings fund” (H. T. Graham, letter to writer). 
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Thus do practical men and theorists argue for and against the 
premium system. That there are really two sides to the question 
appears at once; that it is an intricate and far-reaching question 
is also clear; that honest men honestly differ on it needs no further 
demonstration, and that many are biased by their own private 
interests is strongly attested. But the important thing is to isolate 
the issues in the case. To this end an analysis of the arguments 
shows that they will fall into three groups: (1) the issues of fact, 
(2) the issues of policy, and (3) the issues of theory. The issues 
of fact are to be settled by an investigation, by a cold, unprejudiced 
analysis of accurate data; the issues of policy are a matter for the 
individual judgment of each merchant or manufacturer, unless the 
policy runs counter to the public safety, health, morals, or general 
welfare; the issues of theory are within the province of definition 
and logic, and demand sound premises. 

The arguments falling under the issues of fact (con, 2, 4, 5, 7, 
9, 10, II, 12, 13, 17; Pro, I, 3, 4, 5, 7, 8, 9, 13, 15, 16), it may be 
seen, consist of assertion and denial. Much testimony has been 
amassed on both sides; enough at least to vitiate the whole series 
so far as generalization is concerned. To one who stands outside 
and whose judgment costs him nothing in patronage or profit, it 
does appear clear that circumstances might so alter the case as to 
make the system a burden in one instance and a source of profit in 
another; to increase sales here, to maintain sales there, to have no 
appreciable effect yonder. But out of these counter-arguments one 
conviction does arise: the premium system must be an effective 
means of drawing trade, else why this complaint by those who do 
not want to use it that it is forced upon them? Every argument 
against it fits into that background. It does not seem reasonable 
to believe that a merchant or a manufacturer who is in business 
primarily for pecuniary gain would be greatly concerned about his 
competitors “giving something for nothing” unless it took some 
trade from his own door; or that he would greatly worry whether 
or not his competitors’ premium-giving policy created new business, 
lowered selling cost, stimulated sales, added a sales-cost burden, 
made the purchasers “fanatical and wasteful buyers,” increased 
itself automatically, centered attention on the tokens rather than 
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the goods, created an expense on old business, and gave the con- 
sumer shoddy goods at last unless he himself felt the shock of that 
system through the length and breadth of his own business. On 
the other hand, it does not seem likely that there would long be 
defenders of the system besides the premium companies them- 
selves if there were not an implicit belief that it “got the orders.” 

The arguments bearing upon the issues of policy (con, 1, 6, 8, 
15, 18; pro, 2, 12, 12) are an appeal to business judgment. A 
business policy is the attitude of the merchant or manufacturer 
toward, and his treatment of, his patrons. What kinds of service 
he shall offer, what his price policies shall be, what methods he 
shall use to reach and attract the customers, real and prospective— 
these are questions of business policy, and, within the limits of the 
law, are left to the individual judgment. But if a policy becomes 
distasteful, there are two ways of preventing its use: (1) by general 
agreement of those using it to discard it (cf. closing hour, half- 
holidays, professional ethics, etc.), or (2) by an appeal to the law. 
In this case both methods have been attempted; the first without 
success, and the second with results to be shown later. 

One point, however, of special importance looms behind this 
part of the controversy. Attention was called above to the dis- 
tinction between a so-called manufacturers’ coupon (cf. Hamilton) 
packed in the goods, and the so-called merchant’s trading stamp 
handed out by the merchant to the purchaser (cf. the S. & H. 
Green Trading Stamp). In the former case, the coupon passes 
directly from the manufacturer, through the hands of all dealers, to 
the consumer. At no point does the dealer control it or its influence. 
With whatever power the coupon has it binds the consumer, not 
to the store of any certain merchant where the product is on sale, 
but to those goods themselves. Thus is the manufacturer’s con- 
trol over the goods strengthened until they are in the hands of 
the ultimate consumer. 

The fight between the big dealers, both wholesale and retail, 
and the big manufacturers with branded goods and national adver- 
tising, to control goods as they pass into the hands of consumers, 
has been vividly presented in the price-maintenance controversy. 
There is evidence of the same thing here. It is not without some 
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such reason that Marshall Field & Co. refuse to handle coupon- 
bearing goods, or that R. H. Macy & Co. tear the coupons out of 
the packages before selling them, or that John Wanamaker and 
other big retailers decry coupon giving. It is not without some 
such reason that the Rhode Island State Retail Grocers ‘view 
manufacturers’ coupons with alarm,’™ or that the Western Asso- 
ciation of Cigar Dealers passes resolutions in severe condemnation 
of the manufacturers’ coupons, or that the secretary-treasurer of 
the National Retail Dry Goods Association, F. Colburn Pinkham, 
writes, ‘‘We are not fighting the trading stamp The reason 
why we are not fighting the trading stamp as we do the coupon is 
that the trading stamp is a matter between the merchant and his 
customer. He keeps the stamps himself and gives them out to his 
patrons. He knows what he is doing; they know what they are 
getting. It is all right out in the open.” 

The projecting point is that none too soon can it be brought 
“right out in the open” that the main question of policy at issue 
is not the deception of the consumer in premium giving, not merely 
the welfare of a competing merchant, not the defectiveness of the 
system as a sales promoter—none of these things; but that the 
fundamental question of policy is, Who shall control the consumer- 
market? And this, too, adds weight to the conclusions from the 
issues of fact: that the premium system gives a powerful control 
over this consumer-market. Identified goods, national adver- 
tising, maintained price, manufacturers’ coupons, market control, 
are all bound together in this issue of policy. 

In the theoretical issues (con, 3, 14, 16, 19, 20; pro, 6, 10, 14) 
there is not much progress to be made. In following this lead the 
mind quickly reaches the bounds of academic casuistry. From 
the definition accepted here, that a premium is ‘something given 
besides that which is or is supposed to be the immediate incentive 
to the transaction of purchase and sale, something of value given 
other than it,” the decision is already made in favor of the claim 
that “every merchant gives premiums in some form or other,” and 
that some value besides that of the actual merchandise is given. 

* Journal of Commerce, May 10, 1915, p. 12. 

2 Current Opinion, LIII, 440-41. 
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Whether premium giving is a form of advertising or not it is 
impossible to say, since the advertising experts are not yet agreed 
among themselves upon a proper definition.t Both sides agree, 
however, that, whether successful or not, it is a method that aims 
to increase sales. It will remain for the legal mind to draw out 
the finer thread of distinction. 

The theorists who condemn premium giving as a ‘‘social waste”’ 
must needs condemn along with it many other methods used by 
merchants and manufacturers to push the sale of their goods. In 
this respect, the formal theorists reach the point where both sides 
in the controversy are alike condemned, and hence pass beyond the 
limits of this discussion. 


III 


What now is the legal status of the premium-giving system ? 
The hostility toward it, that has continued so relentlessly for so 
long, has time and again found voice in legislative halls, and laws, 
more or less drastic in character, have been passed in twenty-six 
states and in Hawaii and the District of Columbia, either prohibit- 
ing the system outright or imposing a heavy license tax upon 
premium companies and the merchants and manufacturers using 
the coupon system. “Between 1888 and 1915, statutes prohibit- 
ing, restricting, or licensing on the payment of fees the use of trading 
stamps were passed by Alabama, Arkansas, California, Colorado, 
Florida, Georgia, Kentucky, Louisiana, Maryland, Massachusetts, 
Minnesota, Montana, Nebraska, New Hampshire, Indiana, New 
York, North Carolina, Oregon, Pennsylvania, Rhode Island, 
Tennessee, Utah, Vermont, Virginia, Washington, West Virginia.” 
As early as 1873 Congress passed an act making it a penal offense 
to engage in any “gift enterprise” in the District of Columbia, and 
defined a “‘gift enterprise’’ so as to include specifically the trading 
stamp and coupon system. From that time on laws have been 
written and rewritten on the statute books of the various states. 
The promoters of this kind of legislation, not discouraged by a 
court decision declaring one law unconstitutional, would quickly 


* Cf. Printer’s Ink, April 29, 1915, pp. 63-68. 
2 Tanner v. Little, 240 U.S. 375. 3 Ibid., p. 375. 
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have another passed in an amended form. The premium com- 
panies, against whom many of the laws appear to be aimed (cf. the 
law of Minnesota) have generally relied upon the courts to annul 
the statutes, although in certain cases they have threatened to 
invoke the Sherman Anti-Trust law, where chambers of commerce 
or merchants’ associations have sought for a merchants’ agreement 
to discard the system." 

These laws are naturally very similar in general character, 
although differing in details and penalties.2 The main provisions 


* Journal of Commerce, April 29, May 5, 10, 1915. 

? Florida Law of 1913, chap. 6421, No. 1, S. 35: “Merchants, Druggists, and 
Storekeepers, shall pay a license tax as follows: Provided further, that each 
and every person, firm, or corporation, who shall offer with merchandise bargained 
or sold in the course of trade any coupon, profit-sharing certificate, or other evidence 
of indebtedness or liability, redeemable in premiums, shall pay annually a state license 
tax of five hundred ($500.00) dollars, and a county license tax of two hundred fifty 
($250.00) dollars, in each and every county in which said business is conducted or 
carried on, and if more than one place of such business shall be operated by any person, 
firm, or corporation, a separate state, and county license shall be taken out for each such 
place: and no person, firm, or corporation shall offer with merchandise, bargained or 
sold as aforesaid, any coupon, profit-sharing certificate, or other evidence of indebted- 
ness or liability, redeemable by any other person, firm, or corporation who may redeem 
the same. The license prescribed in this section shall be in addition to other licenses 
prescribed by this act. Any person violating any of the provisions of this section, 
whether acting for himself or as the agent of another, shall on conviction thereof be 
punished by fine not exceeding one thousand ($1,000) dollars, or by imprisonment in 
the county jai! not exceeding six months”’ (p. 35). 

Washington law of 1913, chap. 134, S. 1, pp. 413-14: “1. Every person, firm, 
or corporation who shall use, and every person, firm, or corporation who shall furnish 
to any other person, firm, or corporation to use, in, with, or for the sale of any goods, 
wares, or merchandise, any stamps, coupons, tickets, certificates, cards, or other 
similar devices which shall entitle the purchaser receiving same with such sale of 
goods, wares, or merchandise to procure from any person, firm, or corporation any 
goods, wares, or merchandise, free of charge, or for less than the retail market price 
thereof, upon the production of any number of said stamps, coupons, tickets, certifi- 
cates, cards, or other similar devices, shall before so furnishing, selling, or using the 
same obtain a separate license from the auditor of each county wherein such furnishing, 
selling, or using shall take place for each and every store or place of business in that 
county, owned or conducted by such person, firm, or corporation from which such 
furnishing, selling or in which such using, shall take place. 

“2. In order to obtain such license the person, firm, or corporation applying 
therefor shall pay to the county treasurer of the county for which such license 
is sought the sum of six thousand dollars, and upon such payment being made to 
the county treasurer he shall issue his receipt therefor which shall be presented to the 
auditor of the same county, who shall, upon the presentation thereof, issue to the 
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are: (1) a straight prohibition of, or a license tax (from $200 to 
$6,000) upon, the use of trading stamps, coupons, certificates, or 
other similar devices; (2) a provision that such stamps, etc., 
“should have legibly printed or written upon their face their 


person, firm, or corporation making such payment a license to furnish or sell, or a 
license to use, for one year, the stamps, coupons, tickets, certificates, cards, or other 
similar devices mentioned in section 1 of the act. Such license shall contain the name 
of the grantee thereof, the date of its issue, the date of its expiration, the town or city 
in which and the location at which the same shall be used, and such license shall be 
used at no place other than that mentioned therein. 

“3. No person, firm, or corporation shall furnish or sell to any other person, firm, 
or corporation to use, in, with, or for the sale of any goods, wares, or merchandise any 
such stamps, coupons, tickets, certificates, cards, or other similar devices for use in 
any town, city, or county in this state other than that in which such furnishing or 
selling shall take place. 

“4. Any person, firm, or corporation violating any of the provisions of this act 
shall be guilty of a gross misdemeanor.” 

Indiana law of 1913, chap. 129A, Trading Stamps: ‘“‘10463¢. Trading Stamps, 
contents, money value: 1. That no person shall sell or issue any stamps, trading 
stamps, cash discount stamps, check, ticket, coupon, or other similar device which 
will entitle the holder thereof, on presentation thereof, either singly or in definite 
number, to receive either directly from the vendor or indirectly through any other 
person, money or goods, wares or merchandise, unless each of said stamps, trading 
stamps, cash discount stamps, checks, tickets, coupons, or other similar devices shall 
have legally printed or written on the face thereof the redeemable value thereof in 
lawful money of the United States. 

“104636. Redemption in money: 2. Any person who shall sell or issue to any 
person engaged in any trade, business, or profession any stamp, trading stamp, cash 
discount stamp, check, ticket, coupon, or other similar device which will entitle the 
holder thereof, on presentation thereof, either singly or in definite number, to receive 
either directly from the vendor or indirectly through any other person money, goods, 
wares, or merchandise, shall upon presentation redeem the same either in goods, wares, 
or merchandise, or in lawful money of the United States, at the option of the holder 
thereof, at the value in lawful money printed on the face thereof: Provided, that the 
same be presented for redemption in number or quantity aggregating in money value 
not less than five (5) cents in each lot. 

“‘10463¢. 3. Refusal to redeem brings liability for full cash value. 

“10463d. 4. The redeemable value of such stamp, trading stamp, cash discount 
stamp, check, ticket, coupon, or other similar device, printed or legibly written on the 
face of said stamp as herein provided, shall be the same whether redeemed in mer- 
chandise or in lawful money of the United States, and the redemption of such stamps 
as herein above mentioned shall be in lawful money of the United States or in mer- 
chandise of equal value thereto at the option of the holder of said stamps. 

“‘t0463e. 5. Consent of original issuer to use is required. 

“10463f. 6. Penalty not less than fifty dollars, nor more than one hundred 
dollars.” 
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redeemable value in lawful money’* and (3) that such stamps, etc., 
should be redeemable in “goods, etc., or in cash, good lawful money 
of the United States at the option of the holder thereof.’” 

There might be either one or two purposes in mind in the pass- 
ing of laws taxing the use of trading stamps, coupons, etc.: (1) such 
measures might be passed to secure revenue for the state, or (2) 
their aim might be to abolish the system. A survey of the existing 
laws convinces one that the Supreme Court of Nebraska was cor- 
rect in saying, “A reading of them [the laws] will show that, while 
their real purpose is attempted to be concealed in the language used, 
it is apparent that such real purpose is to abolish the trading-stamp 
system of advertising by retail merchants.”’ These laws only 
voice the same fell purpose to destroy the premium-giving system 
root and branch that is found behind the arguments summarized 
above. 

The passage of these laws brought the whole question into court 
for decision. There the issues were quickly drawn, for the defend- 
ers of the system complained that their constitutional rights were 
interfered with. The Fifth and Fourteenth amendments to the 
United States Constitution, or like provisions in state consti- 
tutions, were invoked in their behalf. “In this and other like 
cases in the state courts the decisions rest either upon section 1 of 
the Fourteenth Amendment to the Constitution of the United 
States, which provides that no state shall ‘deprive any person of 
life, liberty, or property without due process of law,’ or upon pro- 
visions of the state constitutions which contain similar language. 
. . . . The Fifth Amendment to the Constitution of the United 
States contains such a prohibition, which is binding upon the 
United States.”4 In general, the arguments were concentrated 
upon two main legal points: (a) Is the premium-giving system of 
such a character as to bring it within the police power of the 
state? That is, does it threaten the public peace, health, morals, 


* Cf. New York laws of 1904, chap. 576, sec. 1; Washington laws of 1907, p. 742, 
sec. I, etc. 


2 Washington laws of 1907, p. 742, sec. 2. 
3 State v. Sperry & Hutchinson, 94 Neb. 785. 
4 Lansburgh v. District of Columbia, 11 App. Cases D.C. 519. 
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or general welfare? (6) Is the special burden imposed by the tax 
laws, and is the prohibition, discriminatory? That is, can the 
giving of tokens be singled out from the various forms of adver- 
tising and selling as sufficiently unique for special legislation ? 

Upon these issues there developed two sets of cases, one running 
back to the reasoning found in People v. Gillson* and the other 
springing from the reasoning of Lansburgh v. District of Columbia.? 
In the former case, the defendant sold two pounds of coffee and 
“did deliver as a gift, etc., a tea cup and saucer to the purchaser” 
(p. 396). Judge Peckham, who wrote the decision, based his argu- 
ment upon the following definition of business liberty: “Liberty 
means the right of one to use his faculties in all lawful ways, to live 
and work where he will, to earn his livelihood in any lawful calling, 
and to pursue any lawful trade or avocation” (p. 399). These, 
he said, are constitutional rights. In applying them to the case 
in hand he concluded: “It is quite clear that some or all of these 
fundamental and valuable rights are invaded, weakened, limited, 
or destroyed by the legislation under consideration. It is evi- 
dently of that kind which is meant to protect some class in the 
community against the fair, free, and full competition of some other 
class, the members of the former class thinking it impossible to 
hold their own against such competition, and therefore flying 
to the legislature to secure some enactment which shall operate 
favorably to them or unfavorably to their competitors in the com- 
mercial, agricultural, manufacturing, or producing fields”’ (p. 399). 
He compared such a law in character with the old English acts 
which declared, in the name of public thrift, “that no man or 
woman under the rank specified in the law should thereafter wear 
fur on his or her clothing, or that no knight under the degree of 
lord should wear shoes or boots having pikes in them more than 
two inches long” (pp. 404-5). 

This case was followed in State v. Dalton’ and People v. Dycker,‘ 
where the law was aimed at “the third party to the sales contract” 
—the premium companies. The judge declared the law uncon- 
stitutional because rights were “invaded, weakened, limited, or 

? 109 N.Y. 389. 3 46 Atl. Rep. 234. 


211 App. Cases D.C. 512. 476 N.Y. Suppl. r1z. 
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destroyed,”’ and because the law was discriminatory. ‘Premium 
giving,” he says, “is simply one of the infinite varieties of devices 
which are resorted to by tradespeople, in these days of sharp com- 
petition, to promote the sale of their goods” (p. 236). And he 
cited, for an analogy, City of Chicago v. Netcher,’ that held invalid 
a city ordinance to prevent the exposing for sale or selling of fish 
in a store where dry goods were sold. 

In Young v. Commonwealth? and State v. Shugart, which also 
followed People v. Gillson, it is declared to “have universally been 
held under these statutes that the scheme of issuing and redeeming 
trading stamps was not a lottery or gambling device.” 

The leading case which presents a different view is Lansburgh 
v. District of Columbia.s Here, it must be remembered, the decision 
was made under the act of February 17, 1873, entitled “An Act 
prohibiting gift enterprises in the District of Columbia,” which 
specifically defined “‘gift enterprises’”’ so as to include all trading 
stamps, coupons, and other tokens. The question was clearly one 
of public policy, and the judge was plain-spoken in his opinion: 

The Washington Stamp Co. and its agents are not merchants engaged 
in business as that term is commonly understood. They are not dealers in 
ordinary merchandise, engaged in a legitimate attempt to obtain purchasers 
for their goods by offering fair and lawful inducements to trade. Their busi- 
ness is the exploitation of nothing more or less than a cunning device [p. 531]. 
With no stock in trade but that device and the necessary books and stamps 
and so-called premiums with which to operate successfully, they have inter- 
vened in the legitimate business carried on in the District of Columbia between 
seller and buyer, not for the advantage of either, but to prey upon both. They 
sell nothing to the person to whom they furnish the premiums. They pretend 
simply to act for his benefit and advantage by forcing their stamps upon a per- 
haps unwilling merchant who pays them in cash at the rate of $5 per thousand. 
The merchant who yields to their persuasion does so partly in the hope of 
obtaining the customer of another, and partly through fear of losing his own 
if he declines. Again, a limited number only (an apparently necessary feature 
of the scheme) are included in the list for the distribution of stamps, and other 


* Til. Suppl. 55 N.E. 707. 2 ror Va. 853. 3 138 Ala. 86. 


4138 Ala. 122. Other cases following the Gillson v. Dalton reasoning are: Ex 
parte Drexel, 147 Cal. 763; Commonwealth v. Sisson, 178 Mass. 578; State v Sperry 
& Hutchinson Co., 126 Northwestern 120. 


511 App. Cases D.C. 512. 
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merchants and dealers who cannot enter must run the risk of losing their 
trade or else devise some other scheme to counteract the adverse agency 


° >. is not a shadow of rational foundation for the stamp company’s 
claim that it confers a benefit upon buyers by procuring for them an actual 
discount. If its business were continued and its contracts faithfully per- 
formed, its inevitable result would be, as in all unnecessary intervention of 
third persons, or ‘‘middlemen,’’ between producer and consumer, an increase 
of cost to the latter [p. 532]. 

These scathing words are offered gratuitously, since there is 
no need to analyze the system, the law by its very wording applying 
specifically to it. 

A $1,000 license-tax law was sustained in Arkansas‘ by legal 
reasoning based on the Lansburgh case. ‘‘ Manifestly,” says Judge 
Rogers, ‘‘the legislature of the state regarded this gift enterprise 
as detrimental to the community. I do myself. I do not regard 
it as a legitimate business’’ (p. 863). Premium companies were 
denominated as gift enterprises, as in the District of Columbia. 
Fleetwood v. Read? sustained a Tacoma license-tax ordinance, but 
in 1907 the Supreme Court of the state held invalid the 1905 
trading-stamp law. It said that the Lansburgh and Fort Smith 
cases had not been able “to stem the trend of opposing opinion.” 
Hawkins v. State’ sustained a license-tax law as being a legitimate 
use of police power. ‘“‘If the stamp,” says the judge, “entitles 
the holder to something which is uncertain and unknown at the 
time of the purchase, it matters not whether the vendor of the 
goods, wares, or merchandise, or some other person, redeem it. 
It is then so far of the nature of a lottery, or gambling transaction, 
as to bring it within the power of the legislature to prohibit it” 
(p. 147). 

On the issue of discrimination, the court in Sperry & Hutchin- 
son Co. v. Melton‘ declares that 
“‘trading-stamp merchants, if such they may be called, or trading-stamp deal- 
ers and redeemers, surely stand in a novel and distinct class by themselves. 
They do a business that is quite different from storekeepers who sell for cash 


or credit, and deal in goods after the ordinary methods. ... . If these trading- 
stamp dealers are advertising agents as claimed by the plaintiff, they indeed 


* Humes v. City of Forth Smith, 93 Fed. 857. 


2 21 Wash. 547. 395 Md. 133. 471 Southeastern Rep. 19. 
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stand in a distinct class as such They do not at all operate as adver- 
tising agents usually do, and are distinguishable from the ordinary class of 
that line as a class by themselves. Advertising agents do not ordinarily issue 
orders for merchandise and keep on hand merchandise for the redemption of 
those orders. The very description which the plaintiff gives of its business 
satisfies any mind that it is in a class by itself—that there is none other like 
it. The rule for reasonable classification has been fulfilled by the act of fixing 
the tax in question” [p. 21]. 


To strengthen the minority rulings sustaining the anti-premium 
state laws came the decision of Commissioner Osborne of the 
Internal Revenue Department that “the packing of coupons in 
packages sent into all states must conform with the regulations 
of each state which enforces laws against this form of premium 
giving.’” 

This was the situation in March, 1916. A clear, if not over- 
whelming, majority of cases held with People v. Gillson that the 
state laws prohibiting or taxing the use of premiums were invalid. 
But the minority tried to make up for weight of opinion by vigor 
of denunciation. Outside of the courts both parties were active; 
the premium companies to advance their business, their opponents 
to secure further legislation. It was then that the voice of the 
highest legal tribunal in the land spoke in the three cases cited at 
the beginning of this paper. Rast v. Van Deman contains the full 
argument upon which all three decisions depend, and thus they are 
bound together indissolubly. 

The main points that came up for decision are well sum- 
marized in the brief for defense given in Tanner v. Little (cit. sup., 
PP- 377-78). 

BRIEF FOR DEFENSE 

1. The act is prohibitive. 

2. To prohibit conduct of the business is contrary to the law of the land. 

3. The prohibition does not fall within the police power because the system 
tends to limit extravagance. 


Cases holding that premium giving is advertising: Ex parte McKenna, 126 Cal. 
429; State v. Shugart, 138 Ala. 86; Columbia v. Lusk, Richmond Co. Common Pleas 
Court, September 30, 1909; State v. Sperry & Hutchinson Co., 110 Minn. 378; Hewin 
v. Atlanta, 21 Ga. 731; Little v. Tanner, 240 U.S. 369. 

2 Cf. Journal of Commerce, May 4, 1916, p. 11. 
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4. The act is not brought within the police power because it is lawful to 
foster intermediate concerns. 

5. The act denies equal protection of the law because the attempted 
classification for the purpose of a license tax is purely arbitrary. 

6. The practice of using premium stamps is legitimate as a method of 
advertising. The coupon system furnishes a peculiar and legitimate induce- 
ment for the return of a customer. 

7. If the business or practice is lawful, it may not be prohibited indirectly 
by a license tax. 

8. The further point in Rast v. Van Deman is that the premium business 
is interstate business and therefore beyond the jurisdiction of the state 
legislature. 


The court began its analysis with a discussion of the question 
of arbitrary classification or discrimination. Justice McKenna, 
who wrote the decision, answered it by saying: 

The ground of discrimination simply, and separated from the other attacks 
upon the statute, does not present much difficulty. The difference between 
a business where coupons are used, even regarding their use as a means of 
advertising, and a business where they are not used, is pronounced. Com- 
plainants are at pains to display it. The legislation which regards the differ- 
ence is not arbitrary within the rulings of the cases. It is established that a 
distinction in legislation is not arbitrary, if any state of facts reasonably can 
be conceived that would sustain it, and the existence of that state of facts at 
the time the law was enacted must be assumed.* 


Such reasoning is not very discriminating, to say the least, and 
seems to be extremely like an evasion. To the layman, who is 
interested in the economic principles involved, it is most dis- 
appointing, for the whole point is gone unless there is to be a com- 
mercial analysis. If the premium-giving system can thus be 
segregated, it follows that there is no discrimination when it is 
licensed to death or prohibited. Furthermore, if this method of 
securing trade is so superficially classified, why not other agencies, 
such as advertising agencies, employment bureaus—all functional 
middlemen, indeed? The District Court had said with a better 
show of reason: ‘As well might the legislature classify separately 
those who advertise in the columns of the daily papers, by bill- 
boards, or by electrical signs, and impose a tax upon them to the 


* Rast v. Van Deman, cit. sup., Pp. 357- 
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exclusion of others engaged in the same business or calling who do 
not so advertise.’”* 

With this point of discrimination settled, there remained but 
one further step to be taken in order to establish the right of the 
legislatures to enact what laws they will in regard to the premium 
system. The further step was to show that the principle upon 
which the classification was made was of such character as to bear 
upon public health, safety, or morals. “It is unimportant what 
the incidents may be called, whether a method of advertising, dis- 
count giving, or profit sharing. Their significance is not in their 
designations but in their influence upon public welfare.’”? “The 
police power is not subject to any definite limitations, but is co- 
extensive with the necessities of the case and the safeguard of the 
public interests.’’ 

In order to reach a conclusion here it was necessary for the 
court to take a stand as to the character of the premium-giving 
system. This is the crux of the whole decision; beyond all cavil 
it is a serious matter when the Supreme Court of the United 
States speaks in condemnation of a business method. 

Not only, then, is the system of premium giving to secure trade 
different from all other methods, but it is different in such a way 
as to affect public welfare. The significant passages in the decisions 
bearing upon this point follow: 

No refinement of reason is necessary to demonstrate the broad power of 
the legislature over the transactions of men. There are many lawful restric- 
tions upon liberty of contract and business. It would be an endless task to 
cite cases in demonstration, and that the supplementing of the sale of an 
article by a token given and to be redeemed in some other article has accom- 
paniments and effects beyond mere advertising the allegations of the bill and 
the argument of counsel establish. Advertising is mere identification and 
description, apprising of quality and place. It has no other object than to } 
draw attention to the article to be sold, and the acquisition of the article to 
be sold constitutes the only inducement to its purchase. The matter is simple, 
single in purpose and motive; its consequences are well defined, there being 
nothing ulterior; it is the practice of old and familiar transactions and has 
sufficed for their success. The schemes of the complainants have no such 


t Tanner v. Little, 240 U.S. 381. 2 Tanner v. Little, 240 U.S. 385. 
3 Justice Brown in Canfield v. U.S., 167 U.S. 510, 524. 
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directness and effect. They rely upon something else than the article sold. 
They tempt by a promise of value greater than the article and apparently not 
represented in its price, and it hence may be thought that thus by an appeal 
to cupidity lure to improvidence This may not be called in an exac 
sense a “lottery,” may not be called “gaming”; it may, however, be con- 
sidered as having the seduction and evil of such, and whether it has may be 
a matter of inquiry, a matter of inquiry and of judgment that it is finally 
within the power of the legislature to make 

And it can be urged that the reasoning upon which they [arguments for 
“inviolable rights” as legitimate advertising] are based regards the mere 
mechanism of the schemes alone and does not give enough force to their 
influence upon conduct and habit, not enough to their insidious potentialities, 
to which not courts but legislatures may be the best judges, and, it may be, the 
conclusive judges 

It appears that companies are formed, called trading-stamp companies, 
which extend and facilitate the schemes, making a seller of merchandise their 
agent for the distribution of stamps to be redeemed by them or other mer- 
chants, the profit of all being secured through the retail purchaser who has 
been brought under the attraction of the system. There must, therefore, be 
something more in it than the giving of discounts, something more than the 
mere laudation of wares. If companies evolved from the system, as counsel 
say, in justification of them, are able to reap a profit from it, it may well be 
thought there is something in it which is masked from the common eye and 
that the purchaser at retail is made to believe that he can get more out of the 
fund than he has put into it, something of value which is not offset in the price 
or quality of the articles which he buys. It is certain that the prices he 
pays make the efficiency of the system and the fund, if we may individualize 
it, out of which the cost of the instruments and agents of the system must be 
defrayed and the profit to all concerned paid. The system, therefore, has 
features different from the ordinary transactions of trade which have their 
impulse, as we have said, in immediate and definite desires having definite 
and measureable results. There may be in them at times reckless buying, but 
it is not provoked or systematized by the seller. 

This unanimity of the legislative mind refutes the argument that the use 
of trading stamps is only a legitimate and harmless system of advertising.‘ 

All of the schemes have their influence and effect within the state. The 
transactions, therefore, are not in interstate commerce. 


Thus is the premium-giving system condemned. Premiums 
are not merely advertising; ‘‘they tempt by a promise of a value 


* Rast v. Van Deman, p. 365. 3 Tanner v. Little, cit. sup., p. 385. 
2 Ibid., p. 364. 4 Ibid., p. 376. 
5 Rast v. Van Deman, cit. sup., p. 360. 
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greater than the article and apparently not represented in its 
price’; they may be considered as “having the seduction and 
evil’’ of lotteries and gaming; they have “insidious potentialities”’; 
“by an appeal to cupidity they lure to improvidence.” The system 
has “something in it which is masked from the common eye”’; 
the purchaser at retail is made to believe that he can get more out 
of it than he has put into it, something of value not offset in the 
prices or quality of the articles which he buys; and in the end the 
cost of the instruments and agents of the system must be defrayed 
and the profit to all concerned paid—by the consumer. And 
because of these qualities, the system affects public welfare and 
hence lies within the legislative power to control, to tax, to prohibit." 

It will be noted, in the first place, that the principle is established 
from the point of view of the ultimate consumer; the “deleterious” 
effects upon him are of prime importance. The relation of dealer 
to dealer, of merchant to manufacturer, of premium user to premium 
issuer and redeemer, does not enter. As a method of promoting 
sales it is not condemned as unfair competition, but only as having 
undue power of “‘seduction” upon the consumer. 

This undue seductive power, it will be further noted, lies in the 
offer of “‘something else than the article sold.” The transaction 
of purchase and sale is then no longer “simple, single in purpose 
and motive.” The buyer seemingly gets more than he pays for. 
This is the appeal to cupidity that lures to improvidence. This is 
contrary to public welfare. Upon this pivot turns the whole 
question. 

Obviously, whether this assertion is true or false is a question 
of fact. But the court has not found it within its province to make 
the investigation in order to know the facts. This matter of 
inquiry and of judgment is “finally within the power of the legis- 
lature to make.” And “this unanimity of the legislative mind 
refutes the argument that the use of trading stamps is only a legiti- 
mate and harmless system of advertising.” Nowhere is it clearly 
pointed out that the “evil” effects of this system are to be dis- 
tinguished from those of a score of other sales-promoting plans. 


* Whether a system covering several states does an interstate business is merely 
incidental. The question of abrogated contracts does not enter here. 
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There is the selling on the instalment plan, the “fire sales,” slack- 
season sales, and most of all the liberal giving of credit. It demands 
demonstration that premium giving is more of a lure to improvi- 
dence than liberal credit giving. These are questions that seem 
fundamental! to the meting out of fairness and justice. If the mere 
external features are not to be used as a basis of classification and 
discrimination, the more subtle effects must be sought. And when 
these effects are analyzed fully, the whole realm of modern con- 
sumer appeal will be under survey. The same individuals, 
the same forces, the same motives, and at least similar results, are 
in them all. The money expended by merchants and manu- 
facturers upon the premium system is only a small part of the 
billion dollars, more or less, invested annually in sales-promoting 
schemes. This vast sum is designed to be used in the most effective 
way to appeal to the consumer. That premium giving can be 
made effective there is good evidence. Is it possible that it is too 
effective ? 

Another point in the decision that is of considerable interest 
is the court’s definition of advertising. ‘“‘Advertising is mere 
identification and description, apprising of quality and place. It 
has no other object than to draw attention to the article to be sold, 
and the acquisition of the article to be sold constitutes the only 
inducement to its purchase.”” The cloth is cut too short for a fit 
in this garment. There is no place for the educational advertising 
campaign, the development of new wants; there is no place for 
the advertisment whose purpose is to sell a certain make of goods 
where there are a half dozen choices of equal quality at the same 
place. Would the legal advertisement say a high-class automobile 
may be bought at 23 North High Street—and no more? Has the 
learned judge never delved into the new business of advertising ? 
Does he not know of the eager study of methods of appeal, of the 
principles of psychology, of art, of color effects, of design, of the 
power of words? Has he never seen any appeal to cupidity, any 
“insidious potentialities,” any “lure to improvidence,” any seduc- 
tive power on wall and tree, in street car, and on magazine and 
newspaper page? Is there no insidious seduction, no lure in legal- 
ized ‘‘puffing”’ of one’s goods? There may be, he admits, in other 
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forms of sale promotion “at times reckless buying, but it is not 
provoked or systematized by the seller.’”* Not provoked or syste- 
matized at the rate of nearly one billion dollars per year! After 
all, approach the question as one will, is not the source of all oppo- 
sition the plain and simple fact that the premium-giving system is 
too successful ? 


IV 


The importance of these decisions justifies a concluding sum- 
mary. So far the endeavor has been to present as much first-hand 
material as possible, only summing up the points and making 
deductions for the sake of clearness and convenience. Itis believed 
that in every case the reader can check up, from the material given, 
all generalizations. The honest aim has been to approach the 
subject in as cool and dispassionate a manner as possible. It may 
well be that by coming in contact with so much biased argument 
the writer’s judgment is unconsciously warped: undoubtedly it is 
true that many facets of the complex problem have escaped him. 
His hope is that the raw material collected here may aid in further 
analysis. 

1. First, then, it seems beyond doubt that the premium-giving 
system has never been able to outgrow the stigma of its early con- 
nection with lotteries and gambling schemes. The “something 
for nothing”’ bogey rose from this connection, and no amount of 
emphasis upon its profit-sharing and advertising features can 
“‘down”’ this Banquo’s ghost. As the premium business is carried 
on today, it does not deserve this association. 

2. That the system can be carried on “right out in the open,” 
where nothing is “‘masked from the common eye,” is readily 
demonstrable; that it is so carried on is, as has been said, a question 
of fact and not to be answered without further inquiry. For the 
premium companies there is, for a profit, the difference between 
the wholesale and retail price of the goods offered as premiums plus 
the money received for the tokens that are never used.? For the 


* Tanner v. Little, cit. sup., pp. 384-85. 


2 Sperry & Hutchinson say they have redeemed 84 per cent, 1900-1915 (Printer’s 
Ink, June 29, 1915, p. 151); United Cigar Stores Company, 86} per cent; Sperry 
& Hutchinson, 1914, over go per cent. 
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merchants and manufacturers using the tokens there is the increase 
in patronage. As has been pointed out, there is abundant evi- 
dence of the great drawing power of premiums. The premium 
companies have flourished: their patrons have continued to use 
the premium system. This is further evidence of the commercial 
soundness of it. 

3. It does not seem fair for a court of justice to assert without 
proof that the premium companies “‘prey upon both the dealer 
and the consumer,” that they are “commercial parasites.” If 
they afford a successful means of sales promotion, there is no 
apparent reason why, under a system of free competition, they 
should be singled out, on the basis of merely external differences, 
from a list of specialized industries for scathing denunciation. 
The laborer may be worthy of his hire. The ultimate consumer 
is left defenseless against so many other onslaughts that this special 
protection is uncalled for. On the other hand, from this beginning 
may not the social control of business methods extend without 
limits? The line of demarkation between methods of increasing 
sales is shadowy; the Rubicon has already been crossed.’ 

4. Furthermore, it is held here that, in spite of the long- 
continued controversy in legislatures, in courts, among business 
men, all the issues have not been clearly isolated. There is a basis 
for inquiry in the fact that while the great retail associations have 
been carrying on a fight against the system, many honest and 
honorable merchants have sanctioned its use. There is the situ- 
ation where the big store, with rising costs due to other forms of 
“service,” other methods of sales promotion, decries the use of 
trading stamps of its smaller competitor. It provokes inquiry 
to find that newspapers and magazines, with advertising columns 
loosely censored, rail against the use of coupons in the name of the 
defenseless consumer. Is it because premium advertising cuts 
down space advertising? Or is the whole matter a question of fact, 
or a question of good, long-run business policy, or a question of 
sound economic theory ? 


t A movement is now on foot to cure the “returned goods evil” by the passage of 
laws in all states prohibiting the practice. 
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a) The question of fact is to be answered by a thorough, 
unbiased inquiry. If there is wrongful dealing, if there is deliber- 
ate deception, if there is cheating, if there are inferior goods palmed 
off as high-grade goods, if there is an unwarranted increase of cost, 
it can be known through investigation. At least, it will be a long 
step beyond accusation and categorical denial. 

b) The question of policy is answered by individual judgment, 
circumscribed only by public welfare. The business judgment is 
sound and the public welfare secure only when both are based upon 
known facts. The question of policy, then, can be answered only 
after the question of fact. 

c) The orthodox economic theorists are but recently giving any 
place at all in their systems to methods of increasing trade. So 
far all methods have found only condemnation. When the theorists 
realize more fully the function of advertising and aggressive sales 
methods, there may come some help from this source. 

5. There is also the important question of method. That the 
road to business reform leads through the legislature is not yet 
universally accepted. Other forms of social control, such as public 
sentiment, education, professional or business ethics, might prove 
more expedient and more efficacious—if there is need of reform. 
Bound up with the prohibition of premium giving, therefore, is 
the profound question of the wisdom of taking this further stride 
toward paternalism in business. 

6. The transcending issue is undoubtedly the social aspect of 
the question. All inquiry and all analysis should be centered here. 
But it should never be forgotten that premium giving is “only one 
of an infinite number of devices which are resorted to by trades- 
people in these days of sharp competition to promote the sale of 
their goods.” The social aspect of the whole modern system of 
promoting sales is involved. When fair and just principles have 
been laid down it will then be time, and a relatively easy matter, 
to pass judgment upon any particular device. Until that time 
there can be little else than ‘‘ muddling along.” 

C. S. DUNCAN 
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THE ORGANIZATION OF WORKMEN’S COMPENSATION 
INSURANCE 


American experience with compensation insurance, while not 
of long duration, is extremely varied in character. We have 
monopolistic and semi-monopolistic state funds, competing state 
funds, stock-insurance companies, mutual associations, interinsur- 
ance exchanges, and the hybrid stock-mutual companies. It is 
even by no means uncommon to find all these types of insur- 
ance carriers (except the first) coexisting in the same state. Not 
content with this great variety of options, nearly all American 
jurisdictions provide as well for what, by a naive paradox, is styled 
self-assurance—which, of course, is not a form of insurance at all, 
but the negation of it. Indeed, the only important European experi- 
ment not hitherto tried upon this continent is the compulsory 
mutual association of the well-known German pattern. 

All this diversity springs neither from chance nor from con- 
structive statesmanship; it reflects, rather, a very lively conflict 
of views and interests. The best type of organization for work- 
accident insurance has yet to approve itself to American public 
opinion. In the meanwhile, a majority of our legislatures have 
left the problem to work out its own solution through trial and 
error. The present is, therefore, an opportune moment to examine 
American and foreign experience in the light of those fundamental 
principles of public policy which should govern any branch of social 
insurance. 

Workmen’s compensation insurance aims both to guarantee 
the payment of accident benefits and to distribute the cost thereof 
over the community at large. Both these objects are essentially 
involved in the public ends for which workmen’s compensation 
laws are enacted, and neither can be attained without effective 
insurance. Any system of work-accident indemnity which is at 
all adequate for its purpose must provide life-pensions for per- 
manent disabilities and pensions for long terms of years to the 
951 
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dependents of those who are fatally injured. It is just these pay- 
ments which are of the utmost social importance, because upon 
them depend the nurture and education of whole families, and it 
is precisely these which employers, individually, are least able to 
undertake. At the same time, the fatal and permanent injuries 
which are most burdensome to the employer are precisely those 
whose occurrence in any given establishment is least predictable. 
Only collective responsibility, or the accumulation of a trust fund, 
will provide the requisite security, and only systematic contribu- 
tion from all establishments involved in the risk of accident will 
adequately distribute the cost of such accidents as do occur. From 
this it follows that compulsory insurance is an essential feature of 
every effective compensation act. 

No argument is needed to show that an agency designated by 
law for the performance of a public function cannot be regarded as 
a purely private enterprise. Whether or no the element of private 
profit is permitted to remain, the public interest necessarily domi- 
nates every other consideration.’ Because its objects are purely 
social, work-accident insurance must be judged exclusively from 
the social standpoint, and because workmen are the immediate 
beneficiaries,” the paramount social interest therein is the protection 
of injured workmen and their dependents. Seen from this point 
of view, the requisites of compensation insurance are: (1) perfect 
security of future payments, (2) prompt, full, and non-litigious 
settlement of claims, (3) equitable distribution of costs, (4) effec- 
tive encouragement of accident prevention, and (5) economical 
administration. The primary importance of promptness and cer- 


*Hence arguments for stock-company insurance drawn from the doctrine of 
vested interest (as in sundry brochures of the Travelers Insurance Company and the 
National Workmen’s Compensation Service Bureau) are ipso facto invalid. The 
question for a legislature to decide is not what is best for existing insurance carriers and 
their agents, but what is the fittest agency for giving effect to the scheme of work- 
accident insurance. 


2 The contrary is true of employers’ liability insurance, which protects only the 
employer against legal liability for work accidents. Under many compensation laws 
the insurer is directly liable to claimants; under the contract of liability insurance, 
the promise of the insurer runs only to the employer. Indeed, the workman often 
stands a better chance of recovering damages under liability laws when the employer 
is not insured. 
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tainty in the payment of benefits needs no emphasis; security is 
the sine qua non of all insurance, and the furnishing of relief, as and 
when required, is the very purpose of workmen’s compensation. 
A system of insurance which fails to accomplish at least these ends 
is past praying for. Neither is there any call to dwell upon the 
social value of accident prevention—all will admit that effective- 
ness in this respect is a prime criterion of efficient compensation 
insurance. The meaning of equity and economy may not be so 
clear; these are large words which acquire specific content only as 
they are developed and applied to concrete problems. 

Equity, in the present connection, relates to the adjustment of 
premium rates as among employers.’ Equity is, of course, a ques- 
tion of prevalent opinion, and prevalent opinion holds that each 
industry should bear its own accident burden.? The assumption 
is that the employer will pay a premium rate proportionate to the 
specific hazard of his own line of enterprise and will incorporate the 
amount thereof on the price of the goods and services sold by him. 
Consumers will then pay the specific accident cost of each class or 
species of enjoyable goods. Obviously, however, this ideal can 
never be wholly realized in practice. The number of industries, 
defined in terms of specifically different products, is multitudi- 
nous, and the number of persons employed in very many of them is 
wholly inadequate to determine a specific accident cost. As it is 
only among very large numbers of workmen that the frequency 
and severity of accidental injuries are at all stable, so it is only 
within broad groups of industries or of industrial processes, that 
accident losses can effectually be distributed, even as regards em- 
ployers. Nor, when this primary distribution is effected, can the 
resultant cost be passed on to consumers without ‘“‘lag, leak, or 


* This assumes that the cost of work-accident insurance should be borne in the 
first instance by employers. A discussion of this point would divert the main theme 
and carry the paper beyond reasonable limits of space. In any case, the view here 
adopted is sanctioned by prevalent opinion. 

2 The so-called “theory of occupational risks.” See Downey, History of Work 
Accident Indemnity in Iowa, p. 92. 

3 See Downey, “Classification of Industries for Workmen’s Compensation Insur- 
ance,” Proceedings of the Casualty Actuarial and Statistical Society of America, II, 
No. 4. 
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friction.”” The process of shifting an increment of producers’ 
outlay is always intricate. In the present instance the difficulty 
is complicated by interstate and foreign commerce. Not only 
do the scale of benefits and the organization of insurance—both 
of which markedly affect the premium rates—differ radically 
from one jurisdiction to another, but these differences are offset 
or magnified, as the case may be, by more important variations 
in the cost of production. Labor, raw materials, transportation, 
advertising, are, each and all, much larger items in producers’ 
budgets than any conceivable premiums for accident insurance. 
All these factors mutually limit one another, as Alfred Marshall 
might say, to such effect that the simple assumptions of ortho- 
dox economic theory are wholly incompetent to unravel the maze. 
That some shifting of accident cost does occur is undeniable, 
but that the burden is wholly shifted would be an exceedingly rash 
assertion. Much of it doubtless falls upon profits, whether of pri- 
mary producers or of intermediaries. For this very reason, it 
becomes important to distribute the burden equitably within com- 
peting groups of employers.‘ This would mean, in effect, that 
existing competitive relationships ought not to be disturbed gra- 
tuitously by accident-insurance rates. Probably no state would 
be justified, on that account, in lowering its scale of benefits to the 
level of another jurisdiction;? but a special duty rests upon the gov- 
ernment, which has imposed this burden, to prevent discrimina- 
tion within its own boundaries, against particular employers or 
employing groups. 

All this may seem to overlook the interests of consumers. 
Consumers, however, are not seriously affected by compensation 
insurance for the very good reason that accident costs are a negli- 


* The competing group must be understood in a rather wide sense to allow for the 
effects of substitution and complementary goods. 


2 The scale of accident benefits is primarily a question of community ethics, or 
of long-run social efficiency. The decision of such a question ought not to be much 
influenced by the immediate pecuniary interests of such employers as may be specially 
exposed to extra-territorial competition. Besides, accident insurance reacts upon 
both the supply and the efficiency of labor, so that adequate benefits are not wholly 
disadvantageous even to employers. ° 

















WORKMEN’S COMPENSATION INSURANCE 955 


gible factor in the retail price of most commodities.‘ Even were 
the case otherwise, the hardship could not be great, because con- 
sumers do not specialize in particular goods or services. The 
main desideratum, after all, is so to distribute the economic bur- 
den of work accidents that it will not fall with crushing weight 
upon any individual or social group. This object is sufficiently 
attained by any system of compulsory insurance which safeguards 
the employer against individual or class discrimination and leaves 
him, in other respects, to deal with accident costs as he has long 
dealt with more familiar expenses of production. 

The foregoing requirement would be met by a uniform charge 
upon all industry, irrespective of hazards. No employer would 
thereby be placed at competitive disadvantage, and no person or 
class in the community would be heavily burdened. There is, 
however, another aspect of the matter. It is always to the advan- 
tage of the employer, or employing group, to secure a reduction in 
insurance premiums—just as any other saving in producers’ cost 
redounds to the immediate benefit of the entrepreneurs concerned. 
In any attempt at rate reduction prevalent notions of fair play 
afford a powerful leverage. Whatever the form of insurance 
organization, whether competitive or monopolistic, state or private, 
it is difficult to maintain a level of rates which cannot be justified 
by the accident cost of the specific industry involved—that being 
the norm accepted by common consent. Vice versa, the attempt 
to collect a rate which will cover this cost is strongly reinforced by 
the current sense of equity. Preconceptions of right and good 


* Whether in manufacturing, mining, transportation, or construction, wages 
rarely amount to 40 per cent of producers’ price. Five per cent of the pay-roll or 
2 per cent of producers’ price will cover the full accident cost in most industries. Even 
in the state of New York, with its relatively liberal compensation benefits and a very 
expensive insurance organization, the accident cost of most manufactured articles is 
very much less than 1 per cent of retail prices. Probably the New York Workmen’s 
Compensation Act has made no appreciable difference in the actual retail price of 
any one commodity. 


2 It would be no consolation to a manufacturer of agate and enamel ware that an 
excessive accident-insurance rate upon his industry is offset by a deficient rate upon 
tin-can manufacturing. Ina household budget, however, the one might fairly counter- 
balance the other. 
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being what they are, insurance carriers are obliged, within practi- 
cable limits, to undertake the adjustment of rates to specific hazards." 
With regard to this feature of the case the canon of equity runs 
that the premium for work-accident insurance should be paid 
wholly by the employer, that rates should reflect specific accident 
cost within industrial groups broad enough to determine such 
cost, and that no individual variation from the basis so fixed should 
be permitted, except for ascertained differences of accident hazard. 

Equity concerns only the distribution of the insurance burden; 
economy has to do with its total amount. Economical manage- 
ment thereby affects the interests of beneficiaries and of the com- 
munity at large, for, in every branch of social insurance, heavy 
management expenses react unfavorably upon the scale of benefits.” 
The actual scale of compensation, it is to be remembered, is 
always the result of compromise between the spokesmen of labor, 
who demand more, and employers, willing to give still less. Em- 
ployers in this contest are concerned with total cost, as expressed in 
terms of insurance rates. If convinced that the ‘‘overhead cost” 
of insurance will be low, they will more readily consent to liberal 
benefits. To put the matter concretely, the same premium which 


* Cf. Michelbacher, in Proceedings of the Casualty Actuarial and Statistical Society 
of America, II, No. 4. Mr. Michelbacher’s criticisms of the writer’s statements anent 
the German mutuals are well taken, but his main point involves a misconception of the 
writer’s proposals. The reform proposed is a process, as opposed to a product, classi- 
fication. It is believed, and was urged in the paper, that such a classification would 
give a closer approximation of rates to establishment hazard. 

*It is, of course, not true that any determinable amount is available for the 
indemnity of work accidents, nor is there any direct relationship between economical 
insurance on the one hand and liberal benefits on the other. Washington, where 
employers pay only the pure premium and where administrative expenses are met 
by taxation, has a very niggardly compensation act; New York, with a very uneco- 
nomical organization of insurance, pays the highest benefits obtaining in any American 
jurisdiction. The effect of insurance costs upon the scale of benefits is indirect, and 
may be more than offset by other factors in the case—the voting power of organized 
labor, the influence of middle-class uplift associations, the competitive position of the 
state’s industries, etc. 

3 The legislative committee which framed the Colorado Act, e.g., consulted the 
present writer and the Workmen’s Compensation Service Bureau as to the “law 
differential” and the consequent insurance rates under the pending bill. 

The statement in the text disregards employers who carry their own risk. Their 
number is relatively small, but their influence is often great. 
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pays 60 cents to the workman and forty cents for the management 
expenses of insurers would, with a 10 per cent “expense ratio” 
yield go cents for the relief of work injuries. 

In fine, therefore, compensation insurance should secure the 
payment of money benefits and the furnishing of medical relief for 
work accidents promptly and certainly, distribute the cost over 
the community with as little disturbance as may be of existing 
competitive relationships, stimulate accident prevention, and cost 
no more than is necessary for the effective performance of its 
functions. These criteria are now to be applied to the several 
types of insurance carriers already recounted. More than one 
plane of cleavage runs through these various types. Insurance 
carriers are competitive or monopolistic, public or private, partici- 
pating or non-participating,’ assessment or full reserve, governed 
by the assured or by a management over whom policy-holders 
exercise no effective control. Structurally considered, the funda- 
mental types are state, mutual, and stock,? with each of which are 
practically associated other characteristics not inherent in the 
mode of government. Most discussions of compensation insur- 
ance in this country have revolved about the respective merits and 
demerits of these three forms of organization.’ The explanation 

* All state, mutual and interinsurance carriers, as also some stock companies are 
“ participating”’—i.e., the policy-holders are entitled to the return of any excess, and 
obligated to make good any deficit of premiums over losses and expenses incurred. 


The adjustment may be made by classes, as in the Washington state fund, or upon 
the business as a whole, as in the Pennsylvania state fund and in most mutuals. 

?Interinsurers and participating stock companies may be considered as inter- 
mediate between the stock and mutual form of organization. Both are participating, 
and both, as hitherto developed, are more or less within the control of policy-holders. 
The usual form of interinsurance contract limits the liability of the policy-holder for 
the losses of any one year to a stated sum—commonly two annual premiums. In 
practice the control is vested, well-nigh irrevocably, in the so-called attorney in fact. 
The stock-participating company (e.g., the Pennsylvania Manufacturers’ Associa- 
tion Casualty Insurance Company) has a certain paid-up capital to guarantee its 
liabilities, and policy-holders participate in profits only after the payment of a fixed 
dividend upon this capital. The stock is held by policy-holders in proportion to 
premiums, though this is not an essential feature of the stock-participating plan. 

3 See, e.g., the very numerous controversial pamphlets issued by the Workmen’s 
Compensation Information Bureau, the Travelers Insurance Company, the (state) 
Insurance Federations, the Industrial Commission of Ohio and the New York State 
Fund. 
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is not far to seek. State, mutual, and stock carriers are competi- 
tors for the same business, and the controversy among them is 
sharpened by the pecuniary interests of their advocates. From 
a social standpoint, however, the distinction between competitive 
and monopolistic insurance is more significant than any differences 
in the form of organization or in the mode of securing a balance 
of income and outgo. Every problem of workmen’s compensation 
insurance is aggravated by competition and simplified by monop- 
oly. The nub of the matter is competitive selling; apart from this, 
the inherent difficulties of this branch of insurance are not much 
affected by the mere form of organization. The present inquiry, 
therefore, will focus upon this central issue and will consider other 
phases of insurance organization only in their bearing upon the 
main theme. 
I. SECURITY 

Competition tends to undermine security in two directions: 
(1) by reducing rates below the margin of safety, and (2) by induc- 
ing extravagant selling costs. Both tendencies have been acutely 
developed in other branches of underwriting,’ but the danger is 
especially great in work-accident insurance just because the day of 
reckoning is long postponed. The payments to be made in any one 
year on account of that year’s accidents are a mere fraction of the 
final cost—a fraction which is the smaller in proportion as the 
compensation for death and permanent disability approaches ad- 
equacy. It is possible, therefore, to meet current disbursements 
for a considerable period out of a premium income which is inad- 
equate to discharge the ultimate liability. Sooner or later the 
uttermost farthing must fall due, but in the meantime carriers 
are free, so far as cash obligations go, to demoralize their rates and 
waste their substance in fancy salesmanship. 

The significance of deferred liabilities lies in the fact that full 
reserves are a necessity of competitive insurance. An insurer 
whose membership is purely voluntary, and which has long- 
continuing obligations to meet, must set aside the capitalized 
value of incurred losses under penalty of ultimate insolvency. 
The truth of this homily is sufficiently enforced by the experience 


t The situation in employers’ liability insurance about the time of the ‘“‘ Emmett 
Circular”’ is a case in point. 
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of assessment life insurance. Now the capitalized value of com- 
pensation benefits is, at the present stage of experience, largely 
problematical—all the more so in proportion as adequate indemnity 
is provided for death and permanent disability. The mortality 
among workmen wholly or partially disabled by accident, the death- 
rate of pensioned dependents, the remarriage-rate of workmen’s 
widows, are so many questions whose final solution must await 
the gradual accumulation of American statistics.. These difficul- 
ties are greatly aggravated by the slow development of many 
serious injuries. Permanent disability from any cause other than 
dismemberment is rarely known to be such within one year after 
the accident. Even death not infrequently results from an injury 
which had been classed as temporary. Unknown dependents 
(mostly non-resident aliens) and unreported claims still further 
complicate the estimate of incurred losses. Altogether apart, 
therefore, from intentional misrepresentation, the tendency to 
underestimate deferred liabilities in the early years of compensa- 
tion experience is fairly overwhelming. In Wisconsin the average 
underestimate for 1914 was 30 per cent of the outstanding, or 
14 per cent of total, losses;? in Massachusetts the record was hardly 
better. Individual companies were much wider of the mark, so 
much so, in some instances, as to jeopardize their solvency. This 
experience, it is to be observed, was had under acts which limit 
compensation to fixed and relatively short periods—a circumstance 

* The New York Insurance Department has adopted the Danish Survivorship 
Annuity Tables and the Dutch (Royal Institute) Remarriage Tables as a basis of 
reserves for death benefits. The Ontario Compensation Board bases permanent dis- 
ability reserves upon the American Experience Table to age 56 and upon a modifica- 
tion of the Healthy Male Table for higher ages. The Industrial Commission of Ohio 


uses the Carlisle Table fer permanent total disability reserves. All these are 
admittedly makeshifts more or less wide of the mark. 

2 Industrial Commission of Wisconsin, Workmen’s Compensation Insurance, 1916, 
p. 6. 

3 Unpublished records of the Massachusetts Insurance Department, kindly 
furnished by Mr. E. S. Cogswell. 

4 One Wisconsin company was insolvent at the end of 1913, not, of course, legally, 
but actually, in the sense that its then assets did not equal the liabilities as developed 
by subsequent claim payment. It was saved by a fortunate expansion of business 
accompanied by an increase of rates. 

The Industrial Commissicn of Wisconsin in 1916 required one company to increase: 
its reserves by 60 per cent upon an individual claim estimate. 
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which greatly narrows the margin of error. A like test of estimates 
under a really adequate compensation law would doubtless show 
much more serious discrepancies. 

Underestimates of deferred liabilities have been dwelt upon 
because the apparent profits so produced lead directly to rate- 
cutting, on the one hand, and, on the other, to extravagant methods 
of business-getting. The experience of Massachusetts is perhaps 
the best American illustration. When the compensation law of 
that state became effective, July 1, 1912, the stock companies, 
upon the basis of inadequate and ill-digested statistics, pitched 
their rates at a level which was subsequently found to be grossly 
excessive. Mutual competition proved unexpectedly strong, and 
an era of persistent rate-cutting set in. By the end of 1914 rates 
were admittedly inadequate for the increased benefits which the 
legislature had meanwhile adopted. On some of the most impor- 
tant industries (cotton and woolen spinning and weaving) the 
rates were less than the pure premium; on the business as a whole 
the combined loss and expense ratio of stock companies (even with- 
out taking account of underestimates of recent losses) was 109 
per cent of premium income." This situation was known to demon- 
stration by June, 1915; yet the rates were not changed until 
nearly a year later, and then only by legal compulsion and in the 
face of bitter resistance by some of the largest carriers. To this 
record it may be added that several financially weak carriers are 
known to maintain inadequate rates in Wisconsin,? and that a 
like condition in California was corrected by legislation. In states 

* See the Sixteenth Annual Report of the Insurance Commissioner (Massachusetts), 
Part II; also the Report on Workmen’s Compensation Insurance of the Commission to 
Investigate Practices and Rates in Insurance, Boston, 1915. 

The differential between the original and revised benefits of the Massachusetts 
act has been a subject of heated discussion and conflicting estimates. The statistics 
of the Industrial Accident Board are not so compiled or analyzed as to throw much 
light on the matter. In the absence of specific statistics, the best basis of calculation 


is the Rubinow Standard Accident Table, which gives a differential of 150. 

The statement in the text assumes the law differential of 150, which gives a loss 
ratio of 73. 

? The rates are on file with the Industrial Commission. One stock company, 
with no assets to speak of, maintains average rates below the pure premium and an 
expense ratio of 40 per cent. Four insurers, none of them financially strong, showed 
losses and expenses of 133, 123, 108, and 96 per cent of earned premiums on 1915 
business. See Insurance Report of the Industrial Commission of Wisconsin, 1916, 
Table Ii. 
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like Illinois and Michigan, where there is no insurance supervision 
and consequently no public records, common report indicates a 
similar situation. 

Unrestricted competition, then, operates to defeat the very 
purpose of insurance. Just as in other fiduciary relationships, 
the state has everywhere felt obliged to intervene to the end that 
compensation payments may be made secure. Governmental 
action looking to security is of two sorts: control of reserves 
and regulation of rates. The former aims directly to create a trust 
fund which will cover deferred obligations; the latter seeks to con- 
serve the resources of the insurers indirectly by preventing cut- 
throat competition. Unfortunately the measures heretofore 
adopted are by no means sufficient for the object in view. 

The existing reserve laws are based upon a percentage of 
premium income. Two wholly inadmissable assumptions under- 
lie this requirement: (1) that all carriers will maintain uniformly 
adequate rates, and (2) that no carrier will experience a loss ratio 
worse than average. In point of fact, under existing competitive 
conditions, no company which operates throughout the United 
States collects an adequate premium on all its business, while the 
actual loss experience of any given company may depart widely 
from the average. Under the existing system either inadequate 
rates or abnormal losses will automatically produce inadequate 
reserves. Indeed, adequate rates and average losses will give 
insufficient reserves, because the law assumes that 54 per cent of 
premiums will cover losses and claim adjustment, whereas rates 
are calculated upon a loss ratio (exclusive of adjustment expenses) 
of 57.5 to 65 per cent, according to the scale of benefits. By a 
curious perversion, moreover, the higher the loss ratio the lower 
the reserves, not only relatively, but absolutely. Even under 
a limited benefit act, such as that of Wisconsin, the true out- 
standing liability at the end of one year will be at least 45 per cent 
of incurred losses.‘ Given a loss ration of 100, which may easily 


* The “estimated outstanding’’ under the Wisconsin Act was 34 per cent at the 
close of 1914, which was increased to 45 per cent by comparison of actual payments in 
1915 upon 1914 losses. The outstanding reported at the end of 1915 on that year’s 
business was 37.5 per cent, indicating another serious underestimate. See Insurance 
Report of the Industrial Commission of Wisconsin, 1915, Table III; 1916, Tables II 
and ITI, 
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be experienced by a cut-rate company, the actual payments for 
claim losses and expenses will certainly exceed 54 per cent of 
premium, in which case the law requires no reserve whatever 
against outstanding liabilities. Hence the anomaly that a company 
may be legally “solvent,” notwithstanding the fact that its assets 
are grossly insufficient to meet its liabilities." The probability of 
such a condition is greatest in the case of small companies, whether 
mutual or stock. On the one hand, small and new insurers are 
driven to low rates in order to attract business from well-established 
competitors; on the other hand, their volume of underwriting 
is insufficient to assure an average experience. Yet our laws permit 
and even encourage the organization of carriers so small that 
they cannot possibly be secure. 

The root of the evil evidently is the total want of relationship 
between reserves and liabilities. No mere change in the existing 
percentage basis will serve the purpose. The corrective is twofold: 
(1) insistence upon substantial assets as a condition precedent 
to organization,? and (2) the maintenance of reserves calculated 
upon a standard accident table Unfortunately, neither the 
insurance departments nor insurance carriers are yet ready to 
accept such a solution. A bill has been prepared by the appro- 
priate committee of the National Convention of Insurance Com- 
missioners, which, if adopted, will substantially increase reserves, 
but even this bill fails to provide an objective test of actual 
liabilities, which is to say, that the bill lacks the fundamental 
requisite of a sound reserve law. 


* The Union Casualty Insurance Company at the close of 1914 had legal reserves 
for workmen’s compensation losses to the amount of $61,000. The actual amount 
required to pay the outstanding claims for which these reserves were held exceeded 
$150,000. 

? As regards a mutual association, a sufficient membership will meet this require- 
ment. But to permit the organization of a mutual covering 1,500 employees, as in 
Wisconsin, 2,500, as in New York, or 5,000, as in Pennsylvania, is nothing short of 
folly. The number of employees insured does not at all measure the reseurces of an 
employers’ mutual. In the clothing or textile trades, 5,000 workmen would not afford 
a sufficient annual premium to pay one death benefit. 

3 See the very illuminating discussions of compensation reserves by Messrs. Rubi- 
now, Flynn, Dawson, Woodward, Orr, and others, in Proceedings of the Casualty 
Actuarial and Statistical Society of America, I, 90, 140, 279, 294; II, 134-37. 
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if the present reserve laws do not adequately safeguard the 
payment of compensation claims, still less is that end subserved 
by rate regulation. The enforcement of adequate rates for com- 
pensation insurance in a given state may protect local mutuals or a 
competing state fund from ruinous underbidding, but it does not 
prevent the impairment of resources through extravagant manage- 
ment, unearned dividends, or insufficient rates in other jurisdictions 
or on collateral lines of insurance. This last consideration is not to 
be overlooked, because the bulk of compensation insurance is 
carried by stock companies which transact a miscellaneous casualty 
business throughout the country, and whose compensation premi- 
ums may be only a minor part of their total underwriting income. 
The futility of attempting to maintain the general solvency of 
these carriers by regulating their charges on one branch of their 
business within the limits of a single state is too plain for argument. 
There is but one way to attain full security with competitive insur- 
ance—the compulsory maintenance of adequate reserves. This 
simple and obvious method has not been so much as attempted in 
the United States. No one doubts that most of the large compan- 
ies are thoroughly sound, but their solvency is not at all attributable 
to government supervision. 

Monopoly does not of itself guarantee solvency, but it makes 
a solvent condition very easy to maintain. Indeed, little else than 
gross maladministration or excessive incompetence in the original 
formulation of the scheme can menace the security of a monopolistic 
work-accident insurer. The potential resources of such a monopoly 
(unless handicapped by unintelligent restrictions) are nothing less 
than the net assets of the establishments comprised within it. 
Its members cannot withdraw at will, and those which discontinue 
business are continually replaced by new firms. The general 
power of assessment in such an industrial group of any reasonable 
magnitude will always suffice to meet accruing payments on account 
of work accidents. Capitalized reserves, indispensable for com- 
peting insurers, are but a needless complication to a carrier whose 
insurants cannot resign. The monopolist can, with perfect security, 
collect only sufficient premiums to cover current disbursements. 
In this way rates will never be either excessive or deficient, for they 
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will always be determined by actually realized losses. The con- 
jectural element, so prominent in rate-making on the full-reserve 
system, is almost wholly eliminated. An additional and important 
advantage of this method is that initial rates are low, rising by 
nearly imperceptible steps to the maximum, so that industry has 
ample time to adjust itself to each new level. A sudden increase 
in any element of producers’ costs cannot be fully shifted, while a 
gradual increase may be. 

The objection is often made to the assessment plan that it 
“saddles future employers with the cost of past accidents,” and, 
further, that an assessment organization, if dissolved at a given 
time, would be unable to provide for its deferred obligations. 
Upon some such grounds, apparently (if upon any reasoned grounds 
at all), the capitalized-reserve plan has been adopted by the 
monopolistic and semi-monopolistic state funds of the United 
States and Canada. The first of these objections is clearly a mis- 
conception. The maximum assessment rate (barring variations 
in the frequency and severity of accidents) can never exceed the 
initial full-reserve premium.’ If the employer is saddled with 
the accumulated pensions of his predecessors, he in turn saddles his 
own deferred liabilities upon the shoulders of those who come after 
him. The argument from possible dissolution is equally fallacious. 
Compensation for work accidents is not a passing fancy, but a 
fixed public policy. There is no wisdom in organizing this branch 
of insurance upon temporary lines, or with an eye to convenience 
of closing out. Nothing in European experience warrants the 
expectation that a well-established state or compulsory mutual 
fund will ever be superseded. Certainly no democratic govern- 
ment could wind up such an institution without adequate provision 
for its continuing obligations. 

The assessment plan, while advantageous in itself, is by no 
means a necessary feature of monopolistic insurance. Capitalized 
reserves are open to monopolistic equally with competitive carriers, 
with the important difference that the adequacy of the reserves 
does not affect the solvency of the institution. If the reserves 
are excessive, a tax is imposed upon present, for the relief of future, 


* Cf. Rubinow, Social Insurance, pp. 147-48. 
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industry, since the excess will one day be returned; if they are 
insufficient, the deficit can at any time be made good by an increase 
of rates. An insurance monopoly thus enjoys the unique ability 
of maintaining its solvency without any accurate forecast of the 
future cost of either past or future accidents. Of course, all this 
will not save a state or mutual fund which is not truly a monopoly, 
or which is limited to fixed premium rates." 


1. CLAIM SETTLEMENT 


The speed and fairness with which accident claims are adjusted 
is not greatly affected by the form of insurance organization. 
Nadir in this respect is probably reached by so-called self-insurance, 
which gives the employer both the incentive and the opportunity 
to suppress minor claims by the threat of discharge. A class 
mutual or other close association of employers may enlist the same 
motive to a considerable degree. Ordinarily, however, an insured 
employer will back his workmen as against the insurer—he has 
paid his premium and does not stand to gain anything, directly and 
immediately, by shaving claims. Vice versa, the insurance organi- 
zation, as such, whether stock, mutual, or state, has always a 
motive to short-change the workmen in claim adjustment.’ Com- 
petition doubtless increases the pressure in this direction, but the 
incentive is present in any case. The management of even a 
monopolistic state fund will naturally wish to please its constituents 
by a showing of economy. 

The one security for prompt and equitable claim adjustment, 
then, lies in administrative control. Compulsory reporting of 

* The experiences of Norway and West Virginia are very instructive upon this 
head. 

2 Such a threat will evidently be effective wherever the amount involved is less 
important to the workman than is the retention of his job. 

3 The Illinois Indemnity Exchange, an interinsurer, claims to have secured this 
sort of “co-operation” from its insurants. Certainly it has been a persistent offender 
against both promptness and fairness in claim adjustment. 

4A well-founded objection to certain forms of experience rating is that they 
tend to align the employer with the insurance carrier in claim adjustment. 

5 The record of claim settlement in New Jersey is sufficiently illuminating in this 
respect. See Three Years under the New Jersey Workmen’s Compensation Law, pub- 
lished by the American Association for Labor Legislation. 
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accidents, supervision of every case until the benefits are paid 
in full, free, summary, and non-technical process for the hearing 
of controverted claims, accessible and disinterested tribunals, 
both of first instance and of review, are the conditions of justice 
in the compensation of work accidents. It has been argued that 
state insurance violates one of these conditions in that the decision 
of accident claims rests with the very men who are responsible for 
raising the funds out of which these claims must be met.’ This 
objection, if valid at all, holds only against a particular form of 
organization. It is not at all necessary that the compensation act 
and the insurance fund shall be administered by the same indi- 
viduals. Even where the two are combined under one board there 
is commonly a large degree of practical separation of functions.” 

The administrative authority, moreover, in any democratic 
government, is amenable to public opinion. The very existence 
of a compensation law implies a considerable opinion in its favor 
and a large class actively interested in the full payment of benefits. 
Lax and inefficient administration may be, and is, all too readily 
tolerated, but it is extremely doubtful whether a compensation- 
insurance board in any large American commonwealth could per- 
sistently deny or reduce the benefits provided by law.2 In fine, 

* See, e.g., Rubinow, Social Insurance, chap. ix. 

2 Compensation and state insurance administration are combined in California 
(competing), Nevada (monopoly), New York (competing), Ohio (quasi-monopoly), 
Ontario (monopoly), Oregon (monopoly), Washington (monopoly), and West Virginia 
(quasi-monopoly). The functions are quite distinct in Pennsylvania (competing) 
and Italy (competing) and largely so in Norway (monopoly). 

3 Observation and inquiry in a number of states over a period of several years 
have convinced the writer that the tendency of administration is clearly in the direc- 
tion of liberalizing the compensation acts. Legislative changes are almost all in the 
same direction. 

Charges have been circulated against the Industrial Insurance Department of 
Washington on the score of unfair claim settlement, but these charges lack verification. 
The published reports of the department do not disclose a shorter average duration of 
temporary disability, a less proportion of permanent disabilities, or a smaller amount 
of compensation than would be expected from general statistical experience. On the 
contrary, the proportion of permanent disability awards—the class of cases which 
offers the readiest opportunity for defrauding claimants of their due—is higher than 
in any other American jurisdiction. Only in one respect is there prima facie evidence 
of illiberality—the construction of “accidental injury.’”’ One claim is denied to every 
seventeen that are allowed, as against one to sixty-six in Wisconsin. The Washington 
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no form of insurance organization will adequately protect the 
rights of injured workmen without efficient administrative control, 
nor defeat them if such control is applied. 


Ill. EQUITY OF RATES 


Competition militates against an equitable distribution of 
accident cost in three distinct ways: (1) it enforces a difficult and 
dubious calculation of premium rates, (2) it leads to excessive 
subdivision of risk classes, and (3) it fosters sundry discriminations. 

Competitive rate-making is complicated and uncertain by 
reason of two circumstances inherent in competition: current rates 
(x1) must cover the present value of future payments upon cur- 
rently arising claims, and (2) must be fixed prospectively at the 
beginning of the insurance term. The difficulties of estimating the 
future payments upon compensation claims were spoken of in 
another connection. Here it will suffice to remark that these 


act is restricted to certain enumerated trades, which may account for a part of the 
difference. But it is plain, also, from the commission’s own statements, that the 
meaning of accident is narrowly limited, and that such injuries as hernias, strains, 
abrasions from continued irritation, neuroses, and the like, are dealt with in the spirit 
of private accident insurance. 

Of American jurisdictions, Ohio has by far the largest volume of state insurance 
experience, and the Ohio fund is administered by the same board which passes upon 
compensation claims. The very full statistics published by the Industrial Commis- 
sion facilitate comparisons with the experience of states having a different mode of 
insurance. Such comparison lends little support to any charge of illiberal settlements. 

Below are given certain significant facts bearing upon the settlement of compensa- 
tion claims in Massachusetts, Ohio, Washington, and Wisconsin. 














For Each 10,000 Accidents Causing : ' : 
Death or Disability of at Least Massachusetts Ohio Washington Wisconsin 
One Week 

Number of temporary disabilities. . 7 9,299 9,360 8,409 9,300 
Number of fatalities.. .............. 130 129 262 200 
Number of permanent total disabilities) 4 4 9 5 
Number of permanent partial disabili-| 

Seer 567 507 1,320 495 
Claims disallowed per 10,000 awards..|.............. 350 600 150 
Av duration of temporary dis- 

abilities over one week (days)...... 34* 30 31 28 
Average compensation: 

Temporary disabilities over one week $30t $30 $41 $37 

Permanent partial disabilities... ... $331t $400 $286 $4ts 











* Includes temporary disability from permanent injuries. 
+t Compensation paid only for disability of more than ten days. 


t Average for sos ry | partial disabilities which were not dismemberments. Compensation 
for dismemberment cases is not disclosed in the report. 
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always dubious estimates not only form the basis of reserves for 
past accidents, but enter largely into the insurance cost of future 
accidents. Under any adequate compensation law, indeed, deferred 
payments for deaths and permanent injuries are much the larger 
part of the total accident cost. Errors in estimating the capitalized 
value of these long-running claims are accentuated by the prospec- 
tive method of rate-making which derives the premium rates 
of a given year from experience which, just because it lies in the 
past, can never fully coincide with the actually developed experi- 
ence of the period to which the rates apply. Among the multipli- 
city of independently varying causes which affect work accidents, 
some are cyclical in character,’ insomuch that rates derived from a 
series of good years may come to be applied to a series of bad years, 
and vice versa. To make a bad matter worse, it is precisely the 
fatal and permanent injuries, which bulk largest in insurance cost 
that are most subject to fluctuation. Yet the number and final 
cost of such injuries, as well as of lesser accidents, must be prognos- 
ticated, not merely for the industrial community as a whole, but 
for a multitude of more or less disparate employments. Lastly, it 
is important that the tariff of rates so derived shall be accurate as 
well as adequate. This point is clear as respects non-participating 
insurers, since persistently excessive charges would obviously 
drive insurants into participating carriers. Even the latter, how- 
ever, are by no means exempt from the like requirements, for 
competition usually forces them to pay out in dividends any 
apparent excess of premiums over incurred losses and expenses. 
For the same competitive reasons the larger and more successful 
participating carriers make their rates prospectively, charging a 
fixed premium and paying a fixed dividend. Under competitive 
conditions, therefore, ali insurers are practically obliged to fix 
rates in advance, upon the capitalized-reserve basis, and with as 
close an approximation as may be to the realized accident cost of 
each risk class. Evidently the requirement of accuracy under these 
conditions is very much harder to meet than that of adequacy 
alone. An adequate premium income might be obtained by spread- 


* See Proceedings of the Casualty Actuarial and Statistical Society of America, I, 
No. 6, p. 418. 
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ing the cost of fatal and permanent injuries from the worst recorded 
experience over industry as a whole and estimating that cost from 
the American Experience Table with no allowance for remarriage 
or for impaired lives, but the resultant rates would be neither 
reasonable in the aggregate nor equitably distributed. Indeed, 
competitive insurance rates, even if reasonable on the whole, will 
almost certainly be either excessive or deficient for many particular 
classifications. The margin of error, moreover, will increase in 
direct proportion as the law provides adequate indemnity for 
death and permanent disability. 

These very intricacies make it the more important that class 
rates shall rest upon a basis of exposure broad enough to produce 
a fairly stable average of accident experience. This is precisely 
what competition tends to prevent. In any broad industrial 
group there will be important variations of hazard, dependent upon 
the processes employed and the product turned out. Compe- 
tition among insurers soon singles out the less hazardous members 
of the group until the original whole is split up into a multiplicity 
of subdivisions.’ Left to itself, this subdivision of risk classes 
presently is carried so far that, on a majority of classifications, the 
exposure is too small to determine a rate. A remedy is then 
sought by making the number of rate groups much less than the 
number of risk classes? and assigning the minor classifications to 
these groups by a more or less arbitrary exercise of underwriters’ 
judgment. Even this method of conjectural rate-making breaks 
down wherever competition is really free, because the underwriters 
of rival companies differ both in their judgment of probable cost and 
in their eagerness for business at any price. Hence erratic rates, 
wide departures from any basis in industrial hazard, and violent 


* For an elaboration of this point see Proceedings of the Casualty Actuarial and 
Statistical Society of America, II, No. 4, pp. 10-32. 

?In the Pennsylvania compensation manual there are 77 basis rates as against 
some 1,400 manual classifications. 


3 For the actual process of rate-making see Proceedings of the Joint Conference 
on Workmen’s Compensation Rates, 1915, published by the New York Insurance 
Department, and the (unpublished) Minutes of the Conference. 
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fluctuations, both horizontal and vertical, characterize an era of 
unrestricted competition in accident insurance." 

Conjectural rates unavoidably, and for the most part inad- 
vertently, produce unfair discrimination between risk classes; 
the like discrimination between employers in the same class is 
more often intentional. It may be employed, advisedly, by the 
home office, to undermine the business of rival insurers, or it may 
result, without special design, from charging what the traffic will 
bear—which in this case means the highest premium that the par- 
ticular employer can be induced to pay. Most commonly, however, 
the incentive is an agent’s or broker’s commission. Under com- 
petitive conditions the great bulk of insurance is sold through 
solicitors who are paid on a percentage basis. By and large, the 
companies are much too dependent upon their agents as business- 
getters to exercise effective control; particularly is this the case 
where the brokerage system obtains. The agent, and still more 
the broker, by virtue of his mode of remuneration, is interested 
solely in the volume of premiums; with the adequacy or equity of 
rates he has no concern. A system better calculated to secure 
insufficient premiums, unfairly distributed, could hardly be devised. 

Governmental supervision is but a partial corrective of these 
evils. The supervising authority can require all carriers to report 
their experience, cause the same to be assembled, and use the 
combined results as a guide in passing upon the adequacy or 
reasonableness of risk tariffs.2 But a government bureau has no 
magic means of determining the future cost of incurred claims, nor 
can it well set up its own judgment against that of skilled under- 
writers in the rating of risk classes which have not a sufficient 
exposure to determine a proper rate from actual experience. 
Lastly, wholesale discrimination in the underwriting of individual 

* For illustrations see the Third Annual Workmen’s Compensation Report of the 
Industrial Commission of Wisconsin, 1914, and the Report on Workmen’s Compensation 


Insurance of the (Massachusetts) Commission to Investigate Practices and Rates in 
Insurance, Boston, 1915. 


? California, Colorado, Kentucky, Maine, Maryland, Massachusetts, New York, 
and Pennsylvania have rate-regulation laws. All except Kentucky confine the regula- 
tion to approval in respect of adequacy, with or without prohibition of discrimination. 
Indirectly, however, the supervising authorities can and do exert effective pressure 
against rates which appear to be excessive. 
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risks cannot be prevented by the simple expedient of investigating 
chance complaints. Much the best solution hitherto devised 
is the compulsory rating-bureau' under public supervision, clothed 
with power to promulgate class (or basis) rates, apply “merit 
rating” to individual risks, assign unusual risks to existing or 
special classifications, and scrutinize the underwriting of all risks 
by the operation of a ‘“‘stamping office,”? supplemented where 
necessary by physical inspection. Such a bureau, just because 
it comprises every type of competing insurer, will ordinarily be 
impartial, while at the same time it may fairly be said to embody 
the collective wisdom of the business. Whence it is at once the 
most potent instrumentality of the government for giving effect to 
rate regulation and almost the sole source of advice which is both 
competent and disinterested. But competition so straitened 
and bound loses those very attributes which admirers of the 
competitive system have always ascribed to it. When govern- 
ment enforces uniformity of rates and a bureau compels uniformity 
of underwriting, there is little opportunity for competitive selection 
of business and less for that competitive adjustment of price to the 
minimum cost of service which classical economists so fondly 
expounded. Even the flexibility which has been regarded as a 
chief advantage of private insurance is largely destroyed by 
rigorous regulation.’ Quick adaptation to a change of conditions 
becomes impossible when every change of rates or revision of classi- 
fications has to be worked out by compromise of opposing interests.‘ 


* Such bureaus, with varying powers, have been established in New York, Massa- 
chusetts, California, Pennsylvania, Oklahoma, and Colorado (the order is chrono- 
logical). 

?The “stamping office’ receives, examines, and approves or disapproves a 
duplicate of every policy declaration. This practice was first established by the 
Industrial Commission of Wisconsin under the anti-discrimination law in July, 1913. 
It has been adopted by the rating bureaus of California, Pennsylvania, and Colorado. 

3Cf. Rubinow, Social Insurance, p. 153. 


4The benefits of the Massachusetts Compensation Act were increased by 50 
per cent in October, 1914; a corresponding increase in insurance rates already inade- 
quate under the original act only became effective in May, 1916. The experience 
on policies issued in 1913 and terminated, at the latest, December 31, 1914, was incor- 
porated in the Basis Manual only after the lapse of 16 months. This last instance is 
significant only because of the very short period covered by compensation experience in 
the United States. 
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Lastly, the incentive to economic management, on the part of non- 
participating companies at least, is seriously weakened by the 
incorporation in basis rates of a uniform-expense loading derived 
from the average for all similar companies. 

The difficulties of rate-making do not disappear of themselves 
with the establishment of monopoly. Whatever the organization 
for accident insurance, some approximation of rates to hazards 
will be demanded by the insurants. Even a compulsory trade 
mutual, if it covers any considerable range of industries, will be 
obliged to subdivide its members into risk groups—the manu- 
facturers of china ware will not readily consent to pay the same 
rates for accident insurance as the makers of brick or of plate glass. 
For a comprehensive monopoly the number of such groups will 
evidently be much larger. In either case some risk classification 
of industries, together with a more or less extended tariff of rates 
and a more or less accurate measure of accident costs, is fairly 
indispensable. 

Nevertheless, the shutting out of competition does reduce 
the problem to its lowest terms. It at once deletes the chief 
source of individual and class discriminations, and it greatly lessens 
the pressure toward minute splitting up of risk classes. More 
important still, it makes possible a retrospective rating system 
whereby accident cost is measured by actual outlays. This method 
of rate-making not only eliminates the uncertainties of capitalized 
reserve calculations, but furnishes, besides, a corrective to chance 
fluctuations in the number and severity of accidents which materi- 
ally reduces the volume of exposure necessary to give a dependable 
average. This point is so important that it will bear further 
elucidation. Suppose three deaths and one permanent total dis- 
ability occur in a single year in an industry which has an annual 
pay-roll of $1,000,000 and has shown a pure premium of $o. 50 for 
a five-year period. Under an adequate compensation law these 
four cases might well capitalize at $30,000, or $0.60 per $100 of 
pay-roll for the entire five years. The result under the capitalized- 
reserve plan must be either an immediate doubling of rates, or else 
some more or less conjectural redistribution of the loss which is 
tantamount to abandoning this particular risk class as a basis of 
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independent rate determination. The assessment (or retrospec- 
tive) plan would automatically distribute this abnormal loss over a 
whole generation. Hence an insurance monopoly can practically 
apply the principle of occupational risks to much smaller industrial 
groups than is possible to competitive insurers. It is worth repeat- 
ing, however, that monopoly does not guarantee either sound or 
equitable insurance rates. State insurance organizations have 
universally adopted, in theory at least, the principle of capitalized 
reserves, thereby saddling themselves with a host of gratuitous 
difficulties. Nor has any state fund so much as attacked the 
problem of scientific risk classification. The Ohio Manual is not 
less intricate than the Basis Manual of the casualty companies, 
while the risk groupings of Washington and Norway appear to 
have been established by conjecture in the first instance, and not 
to have been revised in the light of intelligently analyzed experience. 
To which it must be added that unfair discrimination may result as 
well from political influence as from competitive underbidding. 


IV. ACCIDENT PREVENTION 


The prevention of work accidents devolves primarily upon the 
employer, since he alone controls the conditions of work. Insur- 
ance carriers can, however, stimulate prevention both by advice 
and instruction, and by furnishing a pecuniary incentive in the 
way of merit rating. Merit rating covers any systematic departure 
from class (basis) rates designed to reflect differences of hazard as 
between establishments in the same industry class. Such hazard 
variations may be measured either by the recorded accident 
experience of the establishment (experience rating) or by physical 
conditions, methods of work, and practices affecting safety (sched- 
ule rating). Experience rating provides a certain incentive to 
accident prevention because it makes the establishment rate depend 
in part upon the number and severity of injuries actually sustained 
in that establishment during a given period, but it furnishes no 
guidance in methods of prevention, which often is the larger half 
of the problem. Schedule rating combines incentive with instruc- 
tion; it provides definite standards of mechanical safeguarding, 
working methods, and (most important of all) the education of 
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workmen in “safety first,” while at the same time it penalizes unsafe 
conditions and practices. 

Schedule rating’ as a feature of workmen’s compensation insur- 
ance in the United States dates back only three or four years, yet it 
has already attained an immense development. The methods are 
somewhat crude; the schedules are defective in construction; and 
the values, in terms of premium, of the hazard features therein 
enumerated are purely arbitrary.2 These, however, are the defects 
of immaturity. In the main they are due to the want of any ade- 
quate statistical basis—a want which time may be expected to 
supply. More serious are the evils which result from the competi- 
tive application of schedule rating. When the scramble for busi- 
ness is keen and every insurer is free to charge just such premiums 
as the employer can be induced to pay, the rewards and penalties 
of schedule rating become a farce. The present situation in 
Wisconsin, as revealed by the official records of the Industrial Com- 
mission, is sufficient evidence on this head. Some carriers honestly 
endeavor to rate their risks impartially upon actual inspection, 
others charge flat rates much below the actual cost of insurance, 
others still employ “merit rating’? systems which are but ill- 
disguised evasions of the anti-discrimination law.‘ There is good 
reason to think that conditions are yet worse in such states as 
Illinois, Michigan, and New Jersey, where there is no pretense at 
public supervision. In New York, Pennsylvania, and California 
(prospectively also in Colorado), such abuses are kept in check by 
a compulsory rating bureau which inspects and rates every risk 


t The subject of schedule rating is much too large and too technical to be dealt 
with in a general paper on workmen’s compensation insurance. Very useful discus- 
sions will be found in several numbers of the Proceedings of the Casualty Actuarial 
and Statistical Society of America. 

2 An exception should be made of the “‘Coal-Mine Rating Schedule of the Asso- 
ciated Companies,” in the construction of which at least crude statistical data were 
employed. See the Proceedings of the Casualty Actuarial and Statistical Society of 
America, II, 387-93. 

3 The writer was for three years in charge of workmen’s compensation insurance 
under the Industrial Commission. 


4 The so-called schedules of the General Accident, the Prudential, and the London 
& Lancashire companies are instances in point. 
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subject to schedule rating." How far this elaborate machinery will 
actually accomplish the results expected, in the way of accident 
prevention, it is still too early to determine. 

Experience rating, in the United States at least, has hitherto not 
been systematically applied on any large scale, except by the Ohio 
statefund. The Ohio scheme is purely one of charges for abnormal 
losses.? If the cumulative loss ratio of a given establishment, exclu- 
sive of medical benefits, exceeds 40 per cent of the “preferred” 
(basis) rate, three-fourths of the excess, but not more than 24 per 
cent of the preferred rate, is charged to the assured upon renewal 
of his policy. The statistical results of this plan, save as respects 
premium income, have not been made public. A form of experience 
rating was nominally in effect for about two years in New York, but 
the proportion of risks actually rated thereunder was infinitesimal.‘ 
More comprehensive plans have lately been introduced in Massa- 
chusetts and New York, with what effect remains to be seen. 
Experience rating has also been applied to a greater or less extent 
in free competition states, though under conditions which make it 
little else than a form of competitive rate-cutting. 

A priori, it would appear that the most efficient accident 
insurance organization, from the preventive standpoint, is the 
compulsory trade mutual. Its members have the requisite 
technical knowledge to draft standards which embody the best 
shop practice and which are peculiarly adapted to the trades 


* The Massachusetts bureau accepts the inspection reports of the carrying com- 
pany—a practice which affords no guarantee of impartial rating. 


2 The reverse is true as respects contractors’ risks. 


3 See description of the plan by E. E. Watson in Proceedings of the International 
Association of Industrial Accident Boards and Commissions, 1916. 

The experience of the three years next preceding a rate adjustment is taken into 
account in determining the loss ratio. Medical and hospital aid is disregarded, and 
the loss chargeable on account of a death is limited to 40 per cent, and of a permanent 
total disability to 60 per cent, of the preferred premium during the experience-rating 
period. 


4 About 2,800 risks were experience-rated as against 25,000 schedule-rated, not- 
withstanding that the experience-rating plan was applicable to all schedule-rated risks 
and to many others. See Report of H. E. Ryan, associate actuary of the New York 
Insurance Department, February 3, 1916. 
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affected, while the association itself is under no competitive pres- 
sure either to lower the standards or to remit the penalties for 
non-compliance. Indeed, the pressure is all in the opposite direc- 
tion. In an insurance carrier which covers diverse industries, 
any particular employing group may hope to gain a differential 
advantage either in basis rates or in merit rating. Under such 
circumstances rating bureaus are besieged by cotton spinners, 
flour millers, car builders, coal operators, and the rest, to tone 
down the safety standards and to reduce the schedule charges. 
But the case is otherwise when the members of a given trade are 
collectively and inescapably responsible for the accident cost 
therein. These theoretical considerations have been put to the 
proof in Germany, and the German compulsory mutuals have 
probably achieved more in the way of accident prevention than 
any other insurance carriers in the world. 

A state monopoly should likewise be an effective promoter of 
industrial safety, for, if it has not the same close relations as a 
trade mutual with its assured, it at least possesses the power to 
enforce rigorous safety standards. Nor is it at all difficult to 
divide a compulsory state fund into industrial sections which will 
have much the same collective interest and much the same tech- 
nical relation to accident prevention as the German mutuals. 
Something of this kind has actually been undertaken in Ontario,’ 
though the experiment is too recent to give much indication of its 
practical effects. As a whole, however, the results of state insur- 
ance in the field of prevention are lamentably meager. No state 
fund in Europe or America has worked out a systematic scheme 
of schedule rating or has attempted to maintain an inspection serv- 
ice or a safety propaganda at all comparable to those of many a 
private insurance company.? The Ohio experience-rating plan 
and the promising experiment of Ontario are almost the sole positive 
contributions of compulsory state insurance to the safety move- 
ment. Shortsighted economy, on the part either of legislators or 
of administrative boards, appears to be chiefly to blame for this 
discreditable showing. 


* See Report of the Workmen’s Compensation Board of Ontario, 1915, p. 28. 
* Ontario may prove a notable exception. 
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Vv. ECONOMY 


The cost of accident insurance necessarily includes the legiti- 
mate expenses of management, whether paid out of premiums or out 
of the public treasury. To employers, doubtless, it is a clear gain 
that a part of this cost is met by the state, but that circumstance 
obviously does not decide the question of economy. Since the 
entire burden, in the long run, must somehow be borne by the 
community, that insurance organization is evidently most eco- 
nomical which returns the largest social service in proportion to 
the community’s total outlay on account of work accidents. 

The best, though not an absolute, test of economic manage- 
ment is the amount of overhead charge required to carry one 
dollar of compensation and medical relief to injured workmen and 
their dependents.‘ Comparisons even on this basis must be made 
with caution, particularly as respects different types of insurers 
operating under widely different compensation laws. Certain 
items of expense, not paid out of premiums, are prone to be omitted 
from the published reports of state insurance institutions or subsi- 
dized mutuals; the services rendered, moreover, are not always 
the same—and omission of valuable service is not economy. 
Lastly, the expense ratio is affected by the scale of benefits, for the 
overhead costs of insurance do not increase proportionately with the 
amount of compensation for injuries of the same number and 
character. With proper allowances, however, such a comparison 
will afford a decisive indicium of administrative economy. 

Judged by this criterion, the advantage lies altogether with 
monopolistic insurance. Stock companies in the United States 
absorb at least 60 cents, and in Great Britain a decidedly higher 
amount,? for each dollar of compensation benefits. Even large and 
well-managed mutuals under competitive conditions need 30 

* It has been customary to express the “expense ratio”’ as a percentage of premium 
income. This basis of comparison answers well enough when premium rates are 
uniform, but it is misleading for carriers which charge different rates of premium for 
the same benefits. Premium income may include a substantial surplus over all losses 
and expenses, as in the early years of the Massachusetts Compensation Act; it may 


cover actual losses only, as in the Washington state fund; or even something less, 
as for some years in the Norway Insurance Institution. 


2 Senate Document, No. go, Vol. II, 249-55, 62d Congress, rst session. 
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or 35 cents to carry 1 dollar to the beneficiaries of accident 
insurance. By way of contrast, the expense ratio, expressed in the 
same manner, is 16 per cent for the compulsory mutuals of the 
German Empire,‘ 15 per cent for the Insurance Institution of 
Norway,” 13 per cent for the Ontario’ state fund, 12 per cent for the 
Ohio,‘ and 9 per cent for the Washington’ fund. These figures are 
subject to some corrections. The German scale of accident 
benefits is much higher than the average for this country, a cir- 
cumstance which tends to reduce the relative cost of management. 
Certain small additions should be made to the published expenses 
of state insurers for office rent and perhaps other items not included 
in the accounts. Some allowance must likewise be conceded against 
the state carriers (except Ontario) for failure to undertake effective 
accident prevention. But these discrepancies, after all, account 
for a very minor part of the wide difference in cost which the 
unrefined percentages so strikingly reveal. 

Table I analyzes the management expenses of several types of 
accident insurance carriers in different jurisdictions. The most 
instructive parallel in this exhibit is that between the German 


* Twenty-fourth Annual Report of the United States Commissioner of Labor, pp. 1095- 
1102. These figures are for the Industrial Accident Insurance Associations, 1908. 
The associations receive certain gratuitous services from the post-offices and Imperial 
Insurance Office, whereas they bear the costs of arbitration courts. Probably the 
government services are not greater nor more properly chargeable to accident insur- 
ance carriers in Germany than in the United States. It must be remembered that 
insurance departments and compensation boards in this country are maintained by 
general taxation. 

2 Ibid., p. 2059. No functional analysis is available. 

3 Report of The Workmen’s Compensation Board, of Ontario, 1915. In computing 
this percentage I have included the Commissioners’ salaries (paid by the province), 
cost of permanent equipment (furnished by the province), the subventions to employ- 
ers’ associations, and all administrative expenses charged to “Schedule I,” but have 
excluded both benefits and expenses under “Schedule II.” There is no functional 
analysis of expenses. 

4 Statement of the Condition of the Ohio State Insurance Fund, May 15, 1916. No 
details are published, and it is impossible to say whether the fund’s expenses are 
properly segregated from the other expenses of the Industrial Commission. 

5 Fourth Annual Report of the Industrial Insurance Department, 1915, pp. 9, 10, 13. 
All expenses of the Industrial Insurance Department, which administers the fund, 
are here included. Details are not given in the Report. 
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mutuals and the stock companies operating in the state of New 
York. The benefits are reasonably comparable and the insurance 
functions in both cases very much the same—certainly few would 
have the hardihood to assert that the stock companies render any 
service to their assured, or to the public, which is not equally well 
performed by the German associations. The greater overhead cost 
of the private companies—nearly three times that of the com- 
pulsory mutuals—is purely attributable to competitive waste. 











TABLE I 

Cost oF ACCIDENT INSURANCE MANAGEMENT FOR EACH $1.00 OF COMPENSATION 
BENEFITS 

New York United Wisconsin r » | Massachu- 

y Pn Stock  |States Stock] Stock } an og setts 
Expenditures for 1908* * | Companies, | Comp Cc i aan” Mutuals, 
torst 1914t 1915]! ots nae ae 
I 2 3 4 5 





All management§...| $0.160 | $0.464 | $0.625 | $0.633 | $0.345 | $o.242 
Acquisition of busi- 

















i ar .o . 262 . 291 . 267 .O7I .016 
Adjustment of 
ee .044** .052 .117 .133 .027 .09 
Accident prevention .O15 .045 .067 .O50 .043 .038 
General administra- 
RRA 101 .105 .150 .183 .204TT| —.098 








* Industrial Associations, Twenty-fourth Annual Report of the United States Commissioner of Labor, 
PP. 1095-1102. 
+ Unpublished data from ‘“‘ Schedule W’’ of the New York Insurance Department. 





t Proceedings of the Joint Conference on W orkmen’s Comp tion I Rates, New York Insurance 
Depariment, pp. 24-25. The percentages are computed upon an assumed loss ratio of 60 per cent. 
|| Workmen’s Compensation Insurance Bulletin, Industrial C ission of Wi. in, 1916, Table IV. 





The loss ratio shown in Table III was increased to 60 per cent for stock companies to allow for under- 
estimate of outstanding liabilities. This allowance, of course, decreases the expense ratio. 


{ Unpublished data from “Schedule W”’ of the Massachusetts Insurance Department. 

§ Total excludes taxes. 

** Includes the cost of arbitration courts, which, in this country, is generally paid by the state. 
tt This item apparently covers a substantial portion of both acquisition and adjustment costs. 


For the luxury of competing insurance employers in the state of 
New York pay about $5,000,000 annually. A more serious matter, 
from a social standpoint, is that the same premiums now received 
by casualty companies would, with an economical organization of 
insurance, add fully 25 per cent to the aggregate of compensation 
benefits. The difference would nearly suffice to provide life 
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pensions, in lieu of the present limited payments, for all cases 
of permanent partial disability." 

Salesmanship is the great extravagance of private compensation 
insurers, costing more than all the legitimate expenses of the busi- 
ness. Selling commissions alone, in the United States, absorb 17.5 
per cent of stock-company premiums, or nearly 30 cents on every 
dollar of compensation benefits.? There is probably a social justi- 
fication for such selling methods in the case of purely voluntary 
insurance, but when the obligation to insure is imposed by law, 
solicitation serves no useful purpose.’ At best, salesmanship is a 
necessary evil of competition. Even state and mutual insurers, 
under competitive conditions, are forced to incur quite substantial 
expenses of acquisition, though these may not appear as such in 
their published accounts. 

Apart from selling costs, the economies of monopoly are rather 
small. There is some duplication of administrative staffs, claim 
adjusters, pay-roll auditors, and the like, among a multiplicity of 
insurers, but these items, after all, do not bulk very large in com- 
parison with claim payments under any adequate scale of indem- 


* A computation upon the Rubinow Standard Accident Table indicates that the 
substitution of life pensions for limited payments in the case of permanent partial 
disabilities would increase the aggregate benefits of the New York act by 38 per cent. 
Adding 16 per cent for management expenses we obtain the ratio 160 to 146—an 
increase of about ro per cent in the present stock-company cost of insurance. 


2 Standard commissions are 17.5 per cent. Some of the weaker and worse- 
managed companies pay 25 per cent. On the other hand, the associated companies 
limit commissions on coal-mine insurance to 10 per cent. 


3 Mr. W. G. Cowles, of the Travelers Insurance Company, in a very able defense 
of the agency system (The Agency Expense of Workmen’s Compensation Insurance, 
the Travelers Insurance Company), assigns three functions to the solicitor: (1) wide 
distribution of risk, favorable to solvency and stability of rates, (2) wise selection 
of insurance carriers, and (3) helpful advice to employers in claim settlement and 
accident prevention. 

These functions, it is to be remarked, are all conditioned upon the competitive 
organization of insurance. It may be conceded at once that the agency system is a 
necessary feature of private competitive insurance. That, however, does not estab- 
lish its social usefulness. A state or mutual monopoly of compensation insurance 
would renounce the solicitor and all his works. The agent is a functional in this 
particular field, in that he is but part and parcel of an uneconomic organization of 
insurance. 

















WORKMEN’S COMPENSATION INSURANCE 981 


nity.’ In the matter of accident prevention, regulated competition 
might readily command all the economies of monopoly, for there 
are none save competitive objections to the furnishing of full 
inspection and propaganda service by the central rating bureau. 
Companies which have built up efficient safety-engineering staffs 
at heavy expense naturally do not wish to forego their differential 
advantage—safety inspection being one of the services which they 
sell in competition with other insurers. From the standpoint of 
the insured public, however, the system whereby the bureau inspects 
a plant exclusively for rating purposes and the carrier again 
goes over the same ground for the sole purpose of making safety 
recommendations, after which the bureau must reinspect in order 
to determine what improvements have been made, is indefensible. 
The high cost of safety promotion under these conditions is, in 
good part, a concealed selling expense. 

By every test which can fairly be applied, therefore, the com- 
petitive organization is inappropriate to work-accident insurance. 
Left to its own devices, competitive insurance is excessively waste- 
ful in operation, inefficient for accident prevention, and unfairly 
discriminatory in its incidence of burdens; it fails even to meet the 
elementary requirement of ultimate security. Many of these 
defects can be overcome by effective public regulation; but effec- 
tive regulation deprives the system of every characteristic of com- 
petition except its unnecessary cost. From the standpoint of social 
utility—and no other standpoint is admissible in any question of 
social insurance—the case for monopoly is fairly overwhelming. 
Probably no publicist would care to advocate a private monopoly in 
this connection. The choice lies, therefore, between compulsory 
state and compulsory mutual insurance. 

Actual experience with compulsory state insurance in this field 
has been too brief in time and too limited in volume to admit of any 
definite conclusions. Exclusive, or substantially exclusive, state 

* Reduced to their lowest terms, these functions cost 9 per cent of benefits in the 
Washington state fund as against 16 per cent in the stock companies of New York—a 
difference of some to per cent in total premiums upon the Washington basis. There 
is good reason to believe, moreover, that the Washington fund might, to public advan- 


tage, spend more for statistical and actuarial service and perhaps also for claim settle- 
ment. 
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funds exist in Norway, Ontario,’ Ohio,? Washington, Oregon, and 
Nevada. It is easy to chronicle the errors of these experiments— 
the disastrous attempts in Norway and West Virginia to fix insur- 
ance costs by legislative fiat, the limitation of reserves by the 
Washington act to an insufficient amount,‘ the provision in the 
same law which makes each risk group a self-contained fund and 
which, in a notable instance, has prevented the payment of accrued 
pensions by a perfectly solvent insurer, the generally inadequate 
measures for accident prevention and the comprehensive failure 
to publish, perhaps even to make, intelligible analyses of experience. 
The bill of particulars is formidable enough, but it is important to 
note that none of these shortcomings is inherent in state insurance, 
as the defects previously spoken of inhere in competition. The 
feasibility of state insurance is purely a question of intelligent 
organization in the first instance and of efficient administration 
afterward. Whether these conditions are likely soon to be ful- 
filled in many of the American commonwealths may be fairly 
debatable. Meanwhile, the record of compulsory state funds 
certainly does not suffer by comparison with competitive insurance. 

Compulsory employers’ mutuals have a history of thirty-five 
years in the German Empire, and a record of social achievement to 
which private accident insurance affords no parallel.’ Strangely 


* Municipalities and public-utility corporations are exempted. 

2 Employers may secure an exemption from state insurance upon a proper showing 
of ability to carry their own risk, and may then reinsure in private companies. The 
actual amount of private insurance is very trivial (less than 10 per cent), though the 
competition of stock companies has put the state fund to considerable expense and 
trouble. 

3 The Washington act fixes maximum rates, but in this case the legislature appar- 
ently guessed high enough. 

4The maximum reserve is limited to $4,000, notwithstanding that the actual 
liability of the fund may greatly exceed this sum. 

5’ Dr. F. Friedensburg, in a brochure widely circulated in this country by an 
association of casualty companies, very severely criticizes the German system of 
social insurance. Curiously enough, in view of the obvious purpose of its American 
publishers, this polemic is directed against workingmen’s insurance as such, or against 
details of administration (notably the liberal treatment of claimants), and not at all 
against the mutual organization of insurance. One gathers that the casualty com- 
panies aforesaid prefer employers’ liability to workmen’s compensation. As to the 
main point of the tirade, the showing of Germany in the present war is a sufficient 
commentary upon Dr. Friedensburg’s gloomy prophecies of a decadent nation. 
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enough, this mode of organization is not comprised among the 
many American experiments in this field of endeavor.’ Some 
adaptation would doubtless be required. In the industrially 
small states the plan might not be feasible at all; even in the 
larger commonwealths it probably would be wise to form a single 
insurance association with a common guarantee fund, but with 
semi-automatous trade sections. The precise structure best suited 
to the local conditions of a particular jurisdiction does not concern 
the present inquiry, though it would demand most careful study 
in any legislative proposal. A compulsory employers’ insurance 
association would be relatively free from the sinister interference 
of party politics, which is the bane of governmental institutions in 
this country; it would be at least as economical as state in- 
surance, and would stand a far better chance of administrative 
efficiency. From the workmen’s point of view, it would have the 
advantage of placing the decision of compensation claims in the 
hands of men who have nothing to do with the fixing of insurance 
rates; and to employers it would offer the correlative advantage 
of vesting the management of their funds in a body chosen by 
themselves. Lastly, in the very important respect of accident 
prevention, compulsory employers’ mutuals should secure the 
maximum attainable results. In short, the plan promises so well 
a priori and has worked so well abroad, that it deserves a thorough 
trial in at least one of our larger industrial commonwealths. 

It would be presumptuous, at the present stage of workmen’s 
compensation experience, to urge a single type of insurance organi- 
zation as the sum of all good at all times and places. The varied 
experiments now being tried out in this country have at least this 
advantage: they make it possible to compare diverse insurance 
plans under similar political and economic conditions. But intelli- 
gent comparison presupposes intelligible statistics of operations— 
something which has yet to be achieved in a majority of the United 
States. None of the state funds has published a functional analysis 
of operative expense, a detailed statement of reserves by nature 
and severity of injury and number of dependents, nor so much as 


* Such a plan was proposed in Massachusetts in 1912, but was defeated in the 
legislature. 
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the pure premium experience by risk classes. Nor are matters 
much better in the dozen or more states which have operated under 
the competitive insurance plan long enough to have accumulated 
valuable experience. Pure premiums have been published by three 
states, details of expenses by one, and details of reserves, sufficient 
to give any test of adequacy, by none. In such a situation counsel 
but too often darkens knowledge. Every legislative, or even 
administrative, proposal is seen as through a glass obscured by 
hazy information and colored by interested views. Just because 
work-accident insurance in this country is new and changing; 
because varied types of insurers are bidding for the public favor, 
each claiming to be the best; because general opinion on this 
subject is yet fluid; and because other branches of social insurance 
are fast coming upon the stage of practical politics—it is the more 
incumbent upon public authorities everywhere to collect and 
disseminate the information upon which alone a just public opinion 
can be founded. Complex social problems are not solved by good 
will alone, but by zeal fortified with exact knowledge. If another 
decade of American experimentation shall fail to achieve a rea- 
sonably uniform and efficient organization of workmen’s com- 
pensation insurance, the fault will lie, in great part, with those 
administrators who have failed to appreciate the relation of sta- 


tistics to social progress. 
E. H. Downey 


HARRISBURG, Pa. 














THE PARISIAN BILL MARKET IN THE SEVENTEENTH 
CENTURY 


The history of the bill market cannot be given a very precise 
beginning. The term “market” can be applied in such a variety 
of circumstances that something of the kind may be found at a 
very early date. The commercial exchanges of the Middle Ages, 
however, were essentially different from the financial centers of 
modern times. The general wholesale trade of Europe during that 
period was concentrated in periodic fairs and liquidated in large 
measure by an application of book credit, not unlike the transactions 
between banks in the modern clearing-house. These clearings 
were periodic and included only specific lines of trade. The 
modern bill market is distinguished by the comprehensiveness and 
continuity of its activity. All manner of obligations to pay enter 
into its dealings and lead to the daily buying or selling of bills in an 
open market. 

The clearest and earliest description of the new tendencies 
appears in Roberts’ Merchants Mappe of Commerce (1637). He 
says: 

Some places are observed to be the staples of Exchanges. .... And 
forasmuch as it is observed that some other cities where no set exchanges are 
found, sometimes challengeth by the necessity of traffic and commerce, a course 
of exchanging with these or like places, and yet hath none settled therein. 
Then, and in such cases is it seene, that the metropolis, or principall cities of 
these countries, prescribes both the rule, rate, and condition thereto, as if 
Vicentia, Verona, or Padua, would frame an exchange with Placentia, it is 
observable that the rate of Venice in which estate these said places are found 
to be . . . . gives the rule, rate, and condition thereto. So in Pavia, Como, 
and other towns of the Duchy of Milan, as in Milan itself. So in Bristol, 
Yorke, Chester, or Hull, or other towns in England, as in the city of London, 
the principall of that iland. So have the cities of France their rule from Lyons. 
All places of Flanders from Antwerp, and so have the like in other places and 
countries. 

Now forasmuch as exchanges then are not found current in all places, 
Exchanges, Bankers, and Merchants have settled a common course of 
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exchanging in some certain, particular, and principall places, the which 
are observed in these daies chiefly to be these: 

For Italy, 13: Rome, Genoa, Milan, Naples, Bari, Messina, Bologna, 
Venice, Florence, Lucca, Lechie, Palermo, Bergamo. 

For France, 3: Paris, Lyons, Rouen. 

For Spain, 6: Valentia, Barcelona, Alcala, Saragossa, Seville, Medina 


del Campo. 

For Portugal: Lisbon, onely. 

For Flanders: Antwerp, onely. 

For England: London, onely. 

For Germany, 5: Vienna, Nuremberg, Cologne, Augsburg, Frankfort. 

Besides which some others of lesser note are observed to have an exchange 
current, but by reason that in some sort they have in most principal points a 
dependence upon some of these, and a concordance with them, they are by 
most authors neglected, and shall be by me wholly omitted." 


This description is interesting because of its emphasis upon a 
characteristic feature of the modern bill market—its position in 
the metropolis of a definite area. The central market stands as 
intermediary between the dependent territory and the outside 
world. The relationship between metropolis and provinces is 
the most novel feature of the new mercantile organization based 
on the bill of exchange and the metropolitan bill market. The 
commercial predominance of the metropolis was not perhaps assured 
when Roberts wrote, but there was enough to suggest the generaliza- 
tion, and the succeeding centuries have made this metropolitanism 
the most conspicuous feature of our modern life. The financial 
machinery of the metropolis is founded upon the bill market, and 
the development of metropolitan domination of the provinces 
can be most closely followed by tracing its history; and while the 
history of French conditions tells only part of the story, it marks 
the beginning of the change in Europe as a whole. 

Roberts speaks of three important exchange centers in France, 
Rouen, Paris, and Lyons. A more detailed description of French 
conditions is to be found in Savary, who says: 

It is to be observed that most of the towns of France do not always have 
direct correspondence with foreign kingdoms and states. To remit or to draw 


on Italy, they have their correspondents at Lyons. The Lyonese have their 
agents at Milan, Genoa, Bologna, Florence, Venice, Rome, and other Italian 


* Lewis Roberts, A Merchant’s Mappe of Commerce (London, 1637), pp. 2-3. 
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towns. For the Levant, merchants have correspondents at Marseilles, at 
Smyrna, or at Constantinople, and those merchants have correspondents in 
Persia, and other states of Asia. Those who wish to draw or remit to Germany, 
Sweden, Poland, Denmark, Muscovy, and to other states of the North, to 
Spain, or to Portugal, have their correspondents at Amsterdam, at Antwerp, 
or at Hamburg. England is the only country with which the merchants and 
bankers of the French commercial towns have direct correspondence.* 


The relations between the Low Countries and France fall into 
two broad divisions. 


The merchants of Antwerp do most of their business at Rouen, at Nantes, 
or at Bordeaux; primarily a trade in wines, brandies, and linen. The 
merchants of Brussels, Ghent, and other towns trade particularly at Paris, 
both for the purchase of merchandise and for what they sell on commission, 
or in commenda, cr in simple association. They bring their merchandise to 
the fairs of St. Germain, St. Denis, and to the fairs of Rouen.? 


Furthermore, Paris was, to a certain extent, in direct cor- 
respondence with some of the Italian towns. ‘‘The merchants of 
Milan, Genoa, Venice, and Florence have correspondents at Paris 
as well as at Lyons. Through these agents they sell merchandise 
on commission and engage in exchange business, making drafts 
and remittances continually.” Paris was thus possessed of influ- 
ence both in the north and in the south. The business with the 
Low Countries was divided with Rouen; the business with Italy 
was shared with Lyons. It was this multiplicity of relations that 
gave Paris its great hold on French trade. Gradually, in the 
course of the century, more and more business was drawn to Paris, 
and steadily but surely the independence of Rouen and of Lyons 
was destroyed. 

The rivalry with Lyons is the most striking episode in the rise 
of Paris. The situation of Lyons was so commanding, its industrial 
and commercial basis so thoroughly guaranteed, its privileges so 
numerous, that in 1600 it would have seemed foolhardy to suggest 
the possibility of its losing the prestige acquired in the sixteenth 
century. Among the privileges granted the city was the right to 
inspect all merchandise entering the town. This privilege was a 

* Jacques Savary, Le Parfait Négociant (1675, first edition, later editions with 
additions noted; all references are to the seventh edition, Genéve, 1752), I, 273. 

2 Ibid., I, 485. 3 Ibid., p. 517. 
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natural sequence of the establishment of the silk manufacture at 
Lyons. The imports were so largely silk goods that the master- 
weavers of Lyons were constantly menaced, as they represented, 
by the introduction of falsified goods, fabrics made of inferior 
silks and afterward weighted with gum to conceal the inferiority 
in material and to give a false impression of the actual weight of 
the goods. The plea was so well grounded, and so innocent in 
appearance, that the Lyonese were given the right to inspect and 
levy duties on all silks and other goods coming from Italy.* In 
1613 the privileges were extended. All merchandise from the 
provinces of Languedoc, Provence, and Dauphiné which were 
destined for Savoy, Dombes, Franche Comté, Switzerland, and 
Geneva were required to pass through Lyons to pay duty. Simi- 
larly, the silks manufactured at Avignon and the raw and dyed 
silks manufactured in Languedoc could not be exposed for sale in 
any part of France until they had been carried to Lyons and had 
paid duties to the municipality? 

The seemingly innocent demands of the Lyonese silk-weavers 
had thus resulted in a very rigid tyranny over all Southeastern 
France. By this and the preceding patents Lyons was given 
complete control of all the general trade of the lower Rhone valley. 
Nothing could enter or leave this region without being inspected 
by the Lyonese and without paying heavy dues. By administrative 
ordinance Lyons was made the metropolis of Southeastern France, 
and the natural predominance of Lyons was strengthened by arti- 
ficial means. 

The tyranny of the Patent of 1613 was so excessive that some 
alteration soon became necessary. The obligation to carry all 
merchandise through Lyons was utterly impractical. Languedoc 
was gradually developing considerable trade with Paris, which 


* The complete and careful history of the Douane de Lyon, by Charléty (Revue 
de l'histoire de Lyon, 1902, p. 487), is not accessible at the moment of writing. See 
Levasseur, Histoire des classes ouvriéres avant 1789, 2d ed., II, 88. The principal 
measures of the sixteenth century are: 1540, order that incoming silks should pass 
Lyons to be inspected, also to pay 5 per cent; 1558, product of the duty granted to 
Lyons. 

2 Arch. Nat., G’. 294, Mémoire donné a M. Colbert par les fermiers des Fermes 
Unies, 1682. This material summarizes the history of the Douane de Lyon so well 
that I omitted to take references to Charléty’s article when in Paris. 
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passed north through the mountains of Auvergne, or went around 
by way of Toulouse and thence north through Central France. 
Dauphiné and Provence were engaged in trade with Savoy, which 
could be most easily shipped direct without passing through Lyons. 
Languedoc was engaged in trade with Italy, and these commodities 
could not be sent through Lyons without great inconvenience and 
excessive expense. The necessity of some moderation of the cus- 
toms system led, in 1632, to the establishment of a series of Lyonese 
custom-houses on the frontiers of all the provinces affected by the 
Letters Patent of 1613. Goods might then be shipped through 
any of the Lyonese bureaux on paying the proper dues.' The 
predominance of Lyons thus assumed the form that appeals most 
strongly to modern eyes—it had a customs district of its own, and 
its own tariff. 

After 1632 the Douane de Lyon ceased for a time to attract 
much attention, the concessions granted relieved the immediate 
pressure, and the silk manufacturers of Languedoc made little 
complaint until the beginning of the period of rapid growth in 
the early years of Colbert’s rule. The complaints began again 
about 1670, when the merchants of Languedoc sought complete 
exemption from the Douane de Lyon and freedom of trade with 
Paris and with Italy. Two ordinances were issued in 1670, per- 
mitting merchants to bring goods into Provence, Languedoc, and 
Dauphiné by way of Marseilles without passing through Lyons, 
if the goods were destined for the consumption of the three 
provinces.? In October, 1672, Colbert wrote to the Provost of 
Merchants at Lyons, saying that the Douane de Lyon was 
not to be rigorously enforced, and that the merchants of Nimes 
should be allowed to ship to Paris the six bales of silk that had 
been seized in the bureaux of Auvergne.’ 

The struggle against the Douane de Lyon continued without 
much visible success, but the privileges of Lyons were slowly 
undermined by special orders, and after 1700 the rights of Lyons 


t Arch. Nat., G7. 294, Mémoire des iermiers, 1682. 

2 Arch. Nat., G7. 355, Arrét du Conseil, 10 Décembre 1670, to interpret Arrét of 
3 Février 1670. 

3 Arch. Nat., G’. 355, 25 Octobre 1762, Colbert aux Prov. des Marchants de 
Lyon (copie). See also G’. 355, Arrét du Conseil, 2 Juin 1674. 
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lost their importance. The decline of Lyons was relative. Even 
today Lyons is somewhat independent as a foreign exchange center, 
but its prestige is gone. Rouen enjoyed even less independence 
than Lyons. In some branches of trade with the Low Countries 
it was important, but it was overshadowed by Paris even in the 


seventeenth century. 

The rivalry with Lyons and Rouen was not the only restriction 
upon the predominance of Paris in France. There were many 
towns whose trade was still distinctly municipal. In these cases 
each voyage was a separate venture which did not enter into the 
general credit movement. Of these relatively independent towns, 
St. MAlo was one of the most important. The usual aspect of 
trade is described by the Bishop in a letter of June, 1673. He 
says: 

Last Thursday, after finishing High Mass, I was preparing to carry the 
sacrament in procession when I was told that the fleet was in sight. The whole 
town was carried away with transports of delight, and with thankfulness to 
God. You may well imagine that the procession was not carried through 
without some manifestations of impatience on the part of the inhabitants, who 
wished to hasten to the walls to watch the approach of these frigates actually 
bearing ten or eleven million livres. They assure me that they might have 
brought more, if they could have foreseen the rise in the price of piasters. 
. . . . [had the pleasure of entering the house of one of the Captains, who has 
brought, for his share, 5,600,000 écus (16,800,000 fr.). His shelves are propped 
up at every point to bear this quantity of ingots, plate, and coin. In the 
memory of man such a quantity of specie has never entered St. MAlo.* 


The only unusual feature of this incident is the amount of specie 
brought in, exceeding the estimate of the total specie payments 
of Spain to France. But this is, on the whole, the characteristic 
form of the trade. Each outgoing fleet not only represented 
a distinct mercantile venture, but, in its outward and homeward 
trip, it constituted a complete commercial transaction.? The 


* Bib. Nat., Mel. Colb., 164, 321, St. Malo, 3 Juin 1573, Evéque de St. Malo a 
Colbert. 

2 For a note of such a trip to the West Indies see Arch. Nat., G7. 181, St. Malo, 
28 Octobre 1699, Gallet de Coulange, Receveur des Fermes: “Le vaisseau le Gentille 
de St. MAlo sortit d’icy au mois de Mars 1698, avec une emplette d’environ 60 mille 
écus pour negocier a la coste des Indes Espagnols . . . Le succes de ce voyage a été 
enfin heureux. II est rentré ce matin avec environ 100 mille écus, en piastres, barres, 
et ingots, 400 cuirs, 80,000 "- bois de Campéche et 5-6,000". de tabac . . . en sorte 
que cette emplette fait un retour d’environ 130,000 écus.”’ 
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homecoming ships bore, in goods or in specie, a full return and 
profit on the goods carried out. The transaction was closed. It 
was entirely independent of the other foreign trade of the country. 
But this is not all. Even in the same town there might be distinct 
trading operations. As each voyage was independent, even the 
successive voyages to Spain had little organic connection with each 
other. The commission merchants were the only evidence of 
permanent trade. The merchants of St. MAlo, too, did not confine 
their operations to the Spanish trade. There was a triangular 
trade with Newfoundland, which had no connection with the 
Spanish trade of the town. This triangular operation seems to have 
been relatively new, and the difficulties with the régime of special 
ports of entry, and with the elaborate system of the farms, are 
merely another instance of the development of new commercial 
routes which tended to destroy the old limitations in trade. The 
Farmers of the Customs proposed, in 1697, to allow no Levant 
goods to enter the ports of Brittany. The merchants of St. M4lo 
at once sent a petition to the Controleur Général: 


We humbly beg your Excellency to permit us to state that the merchandise 
which the Newfoundland fleet brings back from Marseilles and Italy, after 
disposing of their cod, is all from the Levant, Italy, and Africa, or is included 
under the category of drugs and spices. If the importation of these goods 
is prohibited, our ships cannot continue in the fishing industry, as they would 
be compelled to return without any cargo. This would mean the ruin of our 
trade and of our town. 

The Farmers of the Customs assert that the entry of African goods is 
restricted to the ports of Rouen and Dunkerque, unless a duty of 20 per cent 
is paid. We send some of our cloth and other wares to Morocco, whence we 
bring back hides, wool, and wax. The latter is refined at St. M4lo and exported 
to Spain for sale to the West Indian merchants. ... . More than seventy 
or eighty vessels were preparing for the Newfoundland fisheries, but the 
prohibitions against the importation of Levantine, Italian, and African mer- 
chandise, and of drugs and spices, have so completely surprised the merchants 
that they have been unwilling to continue their preparations." 


Between Brittany and the west coast there was trade with 
Spain, which was similarly independent. The Spaniards took 
a large part of the surplus grain of Brittany and Olonnais. “The 
quantity shipped from the provinces of Picardy, Normandy, and 


t Arch. Nat., G7. 180, Décembre 1697, Les Habitants et Négociants de St. M4lo. 
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Brittany is uncertain, as everything depends upon the necessities 
of the Spaniards. The Olonnais are most regularly engaged in this 
trade, and they are going to and fro continually.”* Marans was 
probably the principal port of the Olonnais, though Rochefort and 
La Rochelle were also ports of importance. The southern ports 
of Brittany were: Nantes, Vannes, Quimperle, Auray, Quimper, 
and Hennebond; on the north coast, Morlaix, St. Brieuc, and 
St. Malo. The northern ports were probably distinctly less im- 
portant as regards the grain trade. To this list we must add 
Bordeaux and possibly Bayonne, though the exports were only 
occasional.? The ports of Spain to which these vessels went were 
““Savice, Lucas de la Meda, Seville, and all along the coast between 
St. Lucas and the Strait of Gibraltar.” The grain was free from all 
duties, and the prohibitions against the export of specie were not 
enforced. Merchants sending grain were permitted to carry back 
specie in return. Consequently the returns were almost exclusively 
in specie. 

An attempt was made to limit specie shipments to the value 
of the grain arrivals, and with this purpose a staff of inspectors 
was located in each of the ports. 

The town officials appoint measurers, who are authorized and required to 
board the incoming vessels, and to remain on board until the sale is completed. 
The measurer keeps an exact account of the price and quantity of the grain 
sold each day, and, at the conclusion of the sale, reports the total product to 
another official. This report is referred to when the merchant wishes to trans- 
port specie from the Kingdom of Spain, as he is allowed to export only that 
amount of coin. When the merchant has found ships for his return cargo, the 
measurer goes with him before the port officials, to exhibit the specie that he 
desires to ship. The money is counted or weighed, and is then loaded on the 


t Bib. Nat., Fr. 18594 f. 1. Estat des Marchandises qui viennent en France des 
Pays Estrangers. Sansdate. This manuscript may be safely attributed to the latter 
half of the seventeenth century, on the strength of the passage describing the credit 
given the Spanish merchants trading with the Indies. According to Savary this 
practice began about 1660 (Le Parfait Négociant, I, 529). 

2 Bib. Nat., Mel. Colb., 115, 341, Pellot 4 Montauban, 21 Mai 1663; Mel. Colb., 
172-79, Bordeaux, 25 Juillet 1675, De Séve; Boislisle, Correspondence des Controleurs 
Généraux des Finances avec les Intendants des Provinces (Paris, 1874-97), I, 11, 46, 
Ris 4 Bordeaux, 8 Janvier 1684; Arch. Nat., G7. 390, Montauban, 20 Septembre 
1684, Bois du Baillet. This grain came down the Garonne from the vicinity of 
Toulouse and Montauban. See also Mel. Colb., ror, 51, La Rochelle, 21 Mai 1656, 
Colbert de Terron a C. 
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vessels indicated by the merchant. These sums are sent back to France in 
ingots, reals, and pistoles, in breton, norman, or olonnais ships, particularly 
the latter. It is to be observed also that at times the Olonnais go to Malaga 
to load wines and fruits, or to Seville for oils, but the return merchandise is 
never considerable in amount.’ 

The grain trade was thus liquidated almost entirely in specie, 
and this was permitted willingly by the Spanish authorities. The 
trade in other types of merchandise was supposed to be paid for in 
Spanish goods. But this provision was not very rigorously enforced, 
and, in actuality, the general trade in merchandise resulted in a 
heavy specie balance in the returns to France. 

There was thus much trade that never entered into general 
credit balances. These districts, too, were quite independent of 
the capital in other respects, so that the influence of the metrop- 
olis, though evident in the seventeenth century, was not the all- 
inclusive preponderance that we associate with the idea today. 
But with all these qualifications the sphere of Parisian influence 
was growing rapidly during the seventeenth century, and the nature 
of that tendency is pretty clearly indicated by the system of 
domestic exchange dealing that was becoming established. The 
woolen trade was liquidated almost entirely by bills of exchange on 
Paris. The relation of the textile trade to the exchange business 
of Paris is described in detail in the complaints occasioned by the 
government notes issued to facilitate the recoinage of 1706 and 
1707. The notes were legal tender, and, for a time, specie could 
be secured only with great difficulty. The necessity of obtaining 
specie for the payment of workmen was urgent, and the manu- 
facturers of the larger towns were unable to continue their opera- 
tions. The outward form of the distress was somewhat different 
from what it would be today, as the domestic system prevailed in 
most of these towns. The modern employer is thus described as a 
merchant buying work of the poor artisans. In all these cloth 
towns the merchants complain of not being able to secure specie 
for their bills of exchange on Paris. 

From Amiens comes the most lengthy complaint: 


The merchants are obliged to pay cash for the goods they buy of the poor 
workmen. But, in order to sell the goods, these merchants must needs give 


‘Bib. Nat. Fr. 18594. Anonymous M.S. cited above. 
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credit to the local merchants or to those at Paris, receiving in payment bills 
of exchange of the merchants or bankers of Paris. These bills used to be dis- 
counted without any premium, but they have since risen to 5, 6, 7, and 8 per 
cent and are now at 12 percent. Frequently the merchants cannot get them 
discounted at any price whatsoever. This will ruin the commerce and manu- 
facturers of the town. The merchants will be unable to continue their trade, 
as they cannot find money to pay the artisans. . . . . When the bills of 
exchange fall due and the merchants demand payment, the merchants and 
bankers of Paris give them government notes." 


The merchants accordingly demanded that the collectors of 
taxes be authorized to loan money to the merchants on bills of 
exchange. The remedy was extreme, but it had already been 
adopted at Rouen, Elbouef, Abbeville, and other places, so that 
the demand was not confined to Amiens. 

The complaints from the other towns state the same facts. 
The merchants of Rheims declare that “their commerce is largely 
with foreigners who designedly pay them in large bills of exchange 
on Paris.”? From Tours the merchants write: 


Our trade in France and in foreign countries returns us only bills of 
exchange on the bankers of Paris. ... . The impossibility of getting specie 
on these bills has resulted in the refusal of orders to the amount of 800,000". 
in the last three months alone. These orders came from abroad, and the goods 
demanded have been purchased in Holland. 


The merchants of Troyes tell the same story: 


Their sales of linen, fustians, and bombazines are made at Paris, or in 
the provinces, or to foreign merchants, but the payments are made exclusively 
in bills of exchange on Paris. These they had discounted by the tax collectors 
at Troyes for their immediate needs, or they sent them to agents at Laval, Mayenne, 
Chateau Gontier, or Chollet for the purchase of linens there. The agents were 
generally furnished with specie by the tax collectors in those places, upon the pay- 


t Arch. Nat., G7. 89, 11 Juin 1707, Placet des Maires et Eschevins d’Amiens. 
The billets de monnaie were issued only in high denominations (200"). See Boislisle, 
Mémoires de St. Simon, XIV, 603, App. XIV; Arch. Nat., G*. 232, Langres, 10 Mai 
1707, Bolange. Billets de monnaie should be issued in notes of 50 "-, 150 "-, as well as 
in 200 "- and over. 

2 Arch. Nat., G7. 231, Reims, 12 Mai 1706, Placet des Marchands de Reims; 
Arch. Nat. G’. 89, Abbeville, 30 Octobre 1706, La Veuve Van Robais; Arch. Nat., G’. 
232, Reims, 8 Mai 1707. 

3 Arch. Nat., G7. 527, Tours, 2 Juillet 1706, Les Gardes de la Mercerie 4 Tours. 
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ment of a slight premium, such as twenty-five sous per one thousand ll. As 
all payments at Paris are now made in government notes, the tax collectors 
refuse to discount bills for less than 6 per cent, instead of 3 or 33 per cent. 


These merchants ask that the tax collectors be ordered to discount 
bills at the ordinary rates." 

From ChAalons-sur-Marne we have a letter from the Intendant: 

Everything contained in the petition of Darras is true. He is the principal 
manufacturer at Chalons. Several kinds of woolen goods are made, largely for 
foreign consumption. The agents in foreign countries pay ordinarily in bills 
on Paris. Formerly it was easy to raise money on the bills here, and with 
this specie the workmen were paid. But this is no longer possible since the tax 
collectors have taken to shipping their specie directly to Paris. Darras has to 
send his bills to Paris, and receives there nothing but government notes. 
. . . . If this continues, the manufacturers of the town will be ruined. I see 
no remedy but the order to oblige the tax collector (Receveur Général des 
Finances) to take up bills of exchange on Paris within certain limits. 


From Nantes come similar complaints,3 but it is needless to 
insist further on the general aspects of the situation revealed by 
this incident. It is more important to reach some conclusion in 
regard to the probable date of the appearance of this discounting 
of bills on Paris by the tax collectors in the provinces. The 
operation was clearly a great step toward a centralized financial 
organization, and determination of the history of the practice is 
important. The incidental character of the evidence of 1706 and 
1707 shows at least that it was not entirely new, but everything 
points to the conclusion that it was not a practice that had been 
long established. 

The history of the practice in the northern cloth towns cannot 
be traced, but for Bordeaux there is scattered material available 
from 1699 to 1707, and this seems to cover the formation of this 
commercial arrangement so far as Bordeaux and Paris are con- 
cerned. The pressure at Bordeaux in 1699 has no connection with 

t Arch. Nat., G7. 231, Troyes, 29 Avril 1706, Placet des Marchands; G7’. 231, 
Troyes, 19, 20, 25 Mai 1706; G7. 232, Troyes, 19 Octobre 1706; G’. 232, Troyes, 13 
Mai 1707; 16 Novembre 1707. 

2 Arch. Nat., G7. 231, Chalons, 7 Mars 1706, De Harouys; G’. 231, ChAlons, 
19 Mai 1706; G’. 232, Chalons, Novembre 1707. 

3 Arch. Nat., G7. 187, Nantes, 5 Mai 1707, Juge des March., Consul, et Divers 
March. 
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the government notes or other currency troubles; it was simply 
a serious commercial problem which had come to the attention of 


the Intendant. 
From Bordeaux Bézons writes: 


It is necessary that there should be some specie on the ‘‘change’’ here. 
There are many foreign bills of exchange on Paris, and if there is no money 
to be had, there is cause to apprehend that the favorable commercial outlook 
will be seriously affected It is essential to the interests of trade that 
no more specie be shipped to Paris. M. Delasse, Receiver General [of the 
taxes], has recently sent 80,000 " in specie. It is unfortunate that this 
money has gone out of the province, and I presume to suggest that it would 
be well for you to order the Receiver General to ship no more coin.! 


A few days later he writes in the same vein: 


I have already written you of the importance of not shipping specie from 
this province, and that it would be advantageous if some could be sent in, so 
that the merchants who have good bills of exchange might buy wine for foreign 
export. It is impossible to buy without paying cash for at least part of the 
wine. Most of those who ship wine to foreign parts are themselves unnatural- 
ized foreigners, who have not a square foot of land in the Kingdom, and it is 
impossible for the wine growers to entrust their goods to such persons without 
receiving some money down. These merchants may go away, if they find that 
they cannot find any money, on bills of exchange on Paris. More have come 
in since I wrote last, so that now it is asserted that there are bills here to the 
amount. of two million livres. On the larger bills it is impossible to find 
money. Some persons have been able to realize on the smaller bills at a loss 
of 14 per cent. Consequently, if any specie is shipped to Paris in the present 
juncture, the trade of the province will be ruined. Every effort has been made 
to find money in all the places where it has seemed possible that there should 


be any.? 


The suggestions of the Intendant were followed, and, on the 
twenty-ninth of the month, he writes that the orders to ship no 
more money will have a good effect.s On February 6, 1700, he 
writes: 


You will not be sorry to learn that the trade in bills of exchange has 
improved since the first of the month. There have been many foreign bills 


t Arch. Nat., G7. 138, Bordeaux, 14 Octobre 1699, Bézons au C. G. 
2 Arch, Nat., G7. 138, Bordeaux, 17, 24 Octobre 1699, Bézons. 
3 Arch. Nat., G7. 138, Bordeaux, 29 Octobre 1699. 
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on the ’change. The person in charge of the general receipt of taxes at 
Bordeaux told me yesterday that he would be able to remit, in bills on Paris, 
in the course of the month, all the specie he had on hand at the end of January. 
I know that all who have money make a slight profit by taking up bills. 


The interpretation of these documents is not unattended by 
difficulties, but all the attendant circumstances suggest that this 
incident is the beginning of the systematic application of the govern- 
ment specie to commercial purposes. The necessity of remitting 
taxes to Paris is brought into relation with the increasing volume 
of commercial bills on Paris. The government specie tends to 
balance the commercial payments on the capital. It is possible, 
on the other hand, that the incident of 1699 was a passing crisis. 
In a sense this was true, but, like so many crises, this seems to have 
left a permanent impress upon the commercial practices of the time. 
We may say, then, that the domestic exchange between Paris and 
Bordeaux became definitely organized only toward the close of the 
seventeenth century. 

But this conclusion must not be accepted without some reserva- 
tion. The use of bills of exchange by the financial officials in the 
provinces had become well established by 1680, for in one of 
Savary’s Paréres we find this statement: 


The use of bills of exchange was at first introduced by merchants to facili- 
tate their commerce with the towns of the Kingdom or with foreign towns. 
This led to the establishment of the banking business. . . . . The use of bills 
of exchange was adopted later by the Receivers of the Taille, the General 
Receivers of Finances, the Farmers of Royal Revenue, Government Contrac- 
tors, and other financial and administrative officials. This practice was made 
necessary by the close connection between these financial officials and the 
business men, and by the expediency of remitting in bills the sums received 
by them, instead of shipping specie. Inasmuch as these officials deal in money 
and in bills of exchange [négocient leur argent et leurs lettres de change], they 
are considered marchants and are amenable to the consular jurisdiction. 
Finally, this use of bills of exchange has extended to persons of other conditions 
and professions. Judicial officers and nobles employ their funds by taking up 


* Arch. Nat., G7. 139, Bordeaux, 6 February 1700, Bézons; Boislisle, op. cit., 
154, 532, Bordeaux, 9 Octobre 1703; De la Bourdonnaye, 14 Février 1705. 

See also letters of 3 Janvier 1705; 27 Janvier, 21 Février 1705; and 29 Aodt 
1705. On the billets de monnaie at Bordeaux see Arch. Nat., G.’ 141, letters of 13 
Février 1706; 5 Juin 1706. 
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bills, so that they, too, are subject to the Consular courts, and must submit 
to the rigorous penalties prescribed by the ordinances against those who draw, 
endorse, or accept bills of exchange.* 


It is clear that the government agents made some use of credit 
instruments, but that they took up bills against Paris as systemati- 
cally as at the close of the century is by no means so certain. Much 
business was done through brokers, and it is evident that such 
transactions were not purchases of bills on Paris in provincial 
cities, but deals of a very different character. 

Most of the persons who compete for the farms of the royal revenue do not 
take much pains actually to have on hand the sums which they engage to pay 
in advance. They know, or at least they hope, that they will be able to secure 
all the money they need from the brokers. In fact, as soon as the “farms”’ are 
awarded, and those who are interested are known to the public, four or five 
brokers are sure to offer their services, promising to find money for them as 
long as they have need. 

The brokers have them draw bills of exchange payable in three months, 
which they take on their own account, giving in exchange actual specie or bills 
payable to order or to bearer.? 


Elsewhere Savary describes an operation which resembles more 
closely the taking up of bills noted in the letters of the close of the 
century: 

Many persons such as Receivers General of Finances or Receivers of Par- 
ticular Revenues, Treasurers, “Farmers,” and other officials who have money 
at their disposal, put these sums in the hands of brokers for investment. For 
personal reasons they desire that none should know that these bills originate 
with them, so the brokers are obliged to draw the bills in their own names.3 


In short, there was an active circulation of commercial paper, 
and the government funds did enter into the exchange business. 
But there is nothing in these general remarks to indicate a definite 
organization of domestic exchange.4 The one element of certainty 
is the influence of government business upon the exchange rela- 
tons of Paris. The remittances of taxes did much to swell the 


* Savary, Le Parfait Négociant, II, 162, Parére XIX (Paris, 20 Septembre 1680). 

2 Savary, op. cit., II, 96, Parére XIV (1680). 

3 Tbid., II, 92, Parére XIV (1680). 

4See also Bib. Nat., Mel. Colb., 118-350, Montauban, 14 Novembre 1663, 
Pellot 4 Colbert; Mel. Colb., 123-80, Fontainebleau, 7 Aodit 1664, Manevillet. 
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volume of business and formed an excellent balance for commercial 
debts due at Paris. The number of noblemen and bishops coming 
up to court to live also increased the exchange business of the 
capital, as their revenues were largely remitted in bills. The 
bishops and higher nobles were obliged to resort to indirect means, 
as they could not draw bills personally. The dignity of their rank 
rendered it impossible for them to submit to the indignity of per- 
sonal detention for debt, and, consequently, they were obliged to 
seek indirect channels.’ 

There had been informal dealing in commercial paper at Paris 
and other places since the middle of the sixteenth century. In 
Paris, as in most of the important towns of France, “bourses” 
were established. The bourse of the sixteenth century, however, 
was very different from its modern successor. The bourse at 
Lyons was first established in point of time, but its history is 
obscure, so that the Letters Patent of 1549, establishing a bourse 
at Toulouse, are most frequently cited.2 In 1560 Rouen received 
a similar grant. A bourse was erected at Paris in 1563, and in 
1566 similar establishments were made in all the towns of France 
in which there was a presidial court. These bourses were merely 
commercial courts composed of judges elected by the merchants. 
The Letters Patent at Toulouse run: “They shall elect a Prior 
and two Consuls who shall have cognizance in first instance of 
all suits and contests arising over merchandise, bills of exchange, 
insurance, accounts, or other things. Appeal shall lie directly 
to the Parlement of Toulouse.”” The merchants were also given 
authority to levy contributions for the construction or purchase 
of a building. The history of the bourse at Toulouse is largely 
a succession of contests with the Parlement. There is only inci- 
dental connection between the bourse and the actual negotiation of 
commercial paper. Undoubtedly the possession of a building was 
not without its influence, but there was nothing formal. At 


* Savary, op. cit., II, 163-64, Parére XIX, 20 Septembre 1680. 

2F. Astre, “‘L’Ancienne Bourse de Toulouse,”’ Mém. de l’ Acad. des Sciences et des 
Belles Lettres de Toulouse, 5 Sér., VI, 71; 6 Sér., I, 40; Vaissette, Hist. de Languedoc, 
XII, 548; Lettres Patentes, 23 Decembre 1549. 


3 Bornier, Ordonnance du commerce, ed. 1757, pp. 638-39. 
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Bordeaux the bourse leaves the same impress on the records, but 
here the rivalry lay between the municipality and the bourse. 
In 1566 the judge and consuls of the bourse petitioned for an 
extension of authority. They wished to have cognizance of all 
cases arising out of simple loans between merchants, and declared 
that all merchants within the jurisdiction of the Parlement of 
Bordeaux should have the right to bring their suit before the bourse.' 

The bourse at Paris has left slight traces in the records that still 
survive; in all probability the destruction of the Hotel de Ville 
has deprived us of valuable documents. But there is no reason to 
suppose that the functions of the bourse were different. It was 
not a market for commercial paper, but a merchants’ court. 

The connection with the money market was largely incidental. 
The bourse was one of the buildings attached to the galleries 
of the Palais de Justice, and the merchants assembled in the morn- 
ing, and again in the afternoon, to deal in commercial paper. In 
the absence of regular dealing in stocks and bonds, this negotiation 
of bills and notes must have been the principal occasion of the 
gatherings at the bourse, from nine to eleven in the morning and 
from two to four o’clock in the afternoon.? 

In the eighteenth century the dealing in commercial paper was 
combined with speculation in bonds and government notes (billets 
de monnaie). The location of the market was changed, and finally 
an inclosure on the site of the present bourse was set aside for this 
business. The innovation was largely the outcome of the abuses 
that arose in connection with speculation in government paper and 
the Mississippi scheme. The beginning of this fever was in 1702, 
when the issue of billets de monnaie, combined with the depreciation 
of the coinage and the war with Spain, led to a decline in paper. 
A considerable trade in this paper sprang up in Rue Quincampoix, 
where most of the banking houses had their offices. 

The rise of the financial schemes of Law led to an increased 
violence of speculative activity. Previously all the business of 
the street had been transacted within doors, in the divers banking 


* Registres de la Jurade de Bordeaux, I, 637-38, 5 Mars 1566-67, Letters Patent 
of March 1, 1566/7, granting some of the requests; see also ibid., II, 608, 612, 629. 


2 Ehrenberg, Zeitalier der Fugger, I1, 300. 
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houses. When the demand for Mississippi shares had reached 
considerable proportions, the operations could no longer be carried 
on in the limited space available, and the street itself was filled with 
buyers and sellers. The narrowness of this particular thoroughfare 
made it necessary to close the street to all traffic, and while the 
excitement was at its height, chains were extended and gens 
d’armes detailed to keep speculators out of the inclosure except 
during fixed hours of daylight. 

The disorders of this period of speculative fever led to the estab- 
lishment of the new bourse on its present site. This was purely and 
simply a loan market, covering dealing in bonds as well as the 
negotiation of commercial paper. No trace is left of the old judicial 
functions of the judge and consuls of the bourse. They certainly 
had no authority in the new inclosure, which was under the super- 
vision of the lieutenant-general of police. 

The edict bears the date September 24, 1724, and recites, as its 
occasion, the necessity “of establishing in Paris a place where 
business men can assemble at a certain hour to transact commercial 
affairs, both domestic and foreign; negotiations of bills of exchange, 
of bills to bearer, or to order, and other commercial paper; dealings 
in merchandise and effects.’”’ All commercial affairs were to be 
brought to this place to the exclusion of other places. The most 
important aspect of the ordinance is the clause giving effect to this 
idea of exclusiveness. All dealing in commercial paper was hence- 
forth to be confined to the bourse. Sales in private offices, in 
houses, rooms, or cafés, were no longer valid, and any person found 
guilty of such an act was punishable by imprisonment and a fine 
of six thousand francs.2? The concentration of commercial business 
was thus made compulsory. The money market became abso- 
lutely comprehensive. 

But there was no attempt to exclude proper persons from the 
bourse. ‘Business men, merchants, bankers, financiers, bill 
brokers, bourgeois, and other persons of good repute, domiciled 


* Ehrenberg, Zeitalter der Fugger, 11, 309; Winston Glyn, Jean Law of Lauriston, 
1908; Du Hautchamp, Histoire du systéme des finances, I, 184. 

2 Art. XII. The ordinance is published by Ehrenberg, Zeitalter der Fugger, II, 
352; Bornier, Ordonnance du commerce, ed. 1757, p. 771. 
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in Paris, shall have the right to enter the bourse. Foreigners shall 
also be permitted to enter if accompanied by a merchant of Paris, 
or some householder of Paris.” ‘To make these provisions effec- 
tive, all persons having a right to enter the bourse were given 
badges, and a gendarme was stationed at the entrance to keep out 
all persons who could not exhibit their badges.? 

The bourse was open on week days, from ten in the morning 
till one in the afternoon. The mode of transacting business, how- 
ever, was very different from the practice of the bourse of today. 
All business must needs be transacted by brokers, but the brokers 
were not allowed to bid in what we would call an “open market.” 
“To maintain order and tranquillity in the bourse so that each 
may transact his business without interruption, His Majesty 
forbids the calling out of prices in a loud voice, or the making of 
signs, or any maneuver to cause prices to rise and fall.”3 Every- 
thing was done by personal parley, and although the transaction 
of business must have been rendered difficult, the outward appear- 
ance of the bourse must have been more agreeable to the uninitiated. 
Everything was reduced to a formal negotiation. 

When two brokers have come to an agreement, they shall give each other 
notes promising on the one hand to furnish the effects involved, and on the 
other hand to tender the price of the said effects. Each note shall be stamped 
with the number under which the transaction is registered by the broker giving 
the note, and also with the number of the transaction on the books of the other 
broker.‘ 

The innovations made by the edict were not great, but this 
establishment of the bourse on its present site at the head of Rue 
Vivienne on the ‘Place de la Bourse” does signify the culmina- 
tion of an important period in the history of Paris. It represents 
the completion of the exchange machinery of the metropolis. The 
bill market, which had gradually become a real center for domestic 
and foreign exchange, now became comprehensive by royal fiat, 
and, being combined with the general loan market, the unity of 
the money market was complete. The general significance of the 
history of Paris is emphasized also by the fact that this is the first 


continental bourse of the modern type. 
ABBOTT PAysON USHER 
CorRNELL UNIVERSITY 
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NOTES 


THE WAK AND THE INTERNATIONAL MERCANTILE 
MARINE COMPANY 


The European war has brought to some enterprises changes suffi- 
ciently important to bridge the chasm between bankruptcy and pros- 
perity. Those concerns that have been actively engaged in meeting the 
demands of the belligerents for military supplies—food, clothing, arms, 
and ammunition—have felt the direct impetus afforded by the contest, 
while business generally is flushed with the activity that the situation has 
produced. 

In few other fields has the effect of the war trade been more remark- 
ably shown than in that of shipping and ship-building. Shortly after 
the declaration of war, those nations who still enjoyed the freedom of the 
seas began giving orders to American manufacturers for immense 
quantities of supplies. At the same time they requisitioned a large part 
of the tonnage of the vessels chartered under their flags for the purpose 
of transporting troops to distant scenes of operations, as well as for the 
provisioning of these troops. This extraordinary demand upon shipping 
facilities, coupled with the contemporary reduction in the total available 
tonnage occasioned by the internment of German and Austrian boats, 
opened a tremendously enlarged field of operations for those vessels 
which remained in the trans-Atlantic trade. 

One of the companies thus fortunately situated is the International 
Mercantile Marine Company. Before the outbreak of the war it had 
become evident that a drastic reorganization would be necessary to 
enable it to compete with the Cunard Line and the two German com- 
panies—the Hamburg American and the North German Lloyd. The 
accumulated and unpaid dividends upon its preferred stock amounted 
to approximately three-fourths of the preferred stock’s par value, and 
the company had been placed in the hands of a receiver because of its 
failure to meet interest falling due on its funded debts. 

As was noted in an article by the present writer published in Nov- 
ember, 1915," the large profits that had already begun to result from the 
war trade had brought to the stockholders the realization that the plan 


* Journal of Political Economy, XXIII, 910-25. 
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of reorganization dated August 3, 1915, which had been proposed by the 
bondholders’ committee, would, if adopted, be unfavorable to their 
interests. As a consequence two committees were organized to represent 
the interests of the preferred and common stockholders, respectively. 
Hitherto, the interests of both classes of stockholders had been repre- 
sented by the De Forest Committee. Under the new arrangement, the 
interests of the preferred stockholders were taken up by the Wallace 
Committee, organized in September, 1915, James N. Wallace, chair- 
man; while the interests of the common stockholders were taken up by 
the Platten Committee, organized in November, 1915, John W. Platten, 
chairman. These committees, by advertisements, requested the deposit 
of preferred and common stocks, respectively, and began an active 
campaign against the foreclosure proceedings which were being pressed 
by the Bannard Committee, representing the bondholders. 

To present any kind of formidable front to the contentions of the 
bondholders’ committee, it was first necessary for the preferred stock- 
holders’ committee to put experts to work to obtain necessary data upon 
which to base their claims to more consideration than the plan of reorgani- 
zation submitted by the bondholders’ committee accorded them. This 
plan, dated August 3, 1915, deprived the stockholders of most of their 
interest in the company, for, had it gone into effect, the preferred stock- 
holders would have received 20 per cent of the par value of their shares, 
in new common stock, while the common stockholders would have 
received only 5 per cent of the par of their shares, in new common stock. 
Only the old bondholders were assigned allotments of new preferred 
stock. This plan was declared operative, and shares of the new stock 
were bought and sold on a “when issued” basis. However, the 
determined opposition of the preferred stockholders’ committee, later 
supported by that of the common stockholders, led to successive post- 
ponements of the foreclosure decree and to the final abandonment 
of the bondholders’ committee’s plan. 

The accountants employed by the preferred stockholders’ com- 
mittee submitted their preliminary report in September, 1915, in which 
they made important allegations regarding the finances of the company, 
viz., that for the first seven months of the year 1915 the earnings of the 
company were extraordinarily large—over $11,000,000, apart from allow- 
ances for depreciation and war tax, but exclusive also of the undivided 
earnings of certain subsidiaries. In addition, the International Mer- 
cantile Marine Company’s proportion of the earnings of the Leyland 
Line, in which it has a large interest, was over $7,000,000 for that period. 
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Such earnings, in comparison with those of earlier years, were indeed 
flattering. If, as a result—and this claim was now advanced—the com- 
pany had been in a position during the entire month of March, 1915, 
to pay all interest, both current and in arrears, on its outstanding bonded 
indebtedness, then the stockholders would be able to make out a pretty 
good case against the threatening foreclosure; for it was not until March 
31, 1915, that the six month’s period of grace expired, in which the default 
in interest on the 44 per cent bonds could be remedied. The amount of 
cash on deposit to the credit of the company on March 31 was, according 
to the expert accountants, $8,538,394. It was furthermore claimed that 
information to that effect was in the possession of the board of directors 
sufficiently early to permit them to act accordingly. 

Owing to the bad general financial condition of the company in the 
early part of 1915, it may be seriously questioned whether the presence 
of over $8,000,000 in the coffers of the company would have justified 
staying the decree of foreclosure. But since the continuously improving 
condition of the company encouraged the stockholders to protest vigor- 
ously against the decree, it became increasingly evident that it would 
be necessary to formulate another plan more favorable to their interests. 
As late as October 14, 1915, however, the bondholders’ committee 
announced that “we will go ahead to obtain foreclosure decrees on the 


Company’s two defaulted bond issues, and we have been advised by 


LBD 4 


counsel to stick to the middle of the road. 

The common and preferred stockholders’ committees were of one 
mind in opposing the foreclosure decree, but as prospects grew better for 
a settlement without foreclosure, they mutually disagreed upon the 
benefits which should accrue to the two classes of stock from some 
alternative arrangement. 

In December, 1915, the preferred stock committee announced that 
66 per cent of the preferred stock had been deposited; and the common 
stockholders’ committee had begun an investigation of the company’s 
affairs on its own account, and urged the deposit of all common stock.? 
Meanwhile there occurred a still further postponement of the foreclosure 
proceedings, and both the stock committees extended the time for the 
deposit of their respective stocks. In January the Platten committee 
announced that a majority of the common stock had been deposited, and 
again extended the time for making further deposits of the stock. In the 
latter part of January the Wallace committee made further proposals 


* Commercial and Financial Chronicle, CI, 1275. 
2 Ibid., p. 1977. 
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to the common stockholders’ committee, which the latter rejected. In 
February announcement was made that, owing to the inability of the 
two stockholders’ committees to agree, the preferred stockholders’ com- 
mittee would proceed independently to formulate a plan for the retire- 
ment of the bonds. 

Thus, for months the interested parties marked time while attempting 
to find some plan sufficiently favorable to all to permit some sort of 
unified action. The bondholders seemed willing to let matters rest 
temporarily, since their position could not be weakened in the face of 
the abnormally large profits accruing from war business. The respective 
positions of the two stockholders’ committees, which resulted in this 
deadlock, were as follows: 

The preferred stockholders’ committee was originally formed to pre- 
vent what it deemed would be the “practical extinction” of its interest 
in the International Mercantile Marine Company. Fortified by the 
deposit of over 83 per cent of the preferred stock and by the results of its 
investigation, it now wished to promulgate a plan for the refunding of the 
existing bonded indebtedness. But, in doing so, it came into conflict 
with the common stock committee, which made demands in excess of 
anything the preferred stock committee felt to be equitable. The 
preferred stock committee stated its intention of proceeding at once to the 
solution of the legal questions involved in the foreclosure. Should this 
result in disclosing that the bonds were not due, the committee felt 
that the company’s large earnings would make likely an early payment 
on account of the accumulated dividends, which on August 1, 1916, 
amounted to 82 per cent of the par value of the preferred stock. In the 
contrary case of foreclosure, the committee felt that it would be able to 
acquire the properties in the interest of the preferred stockholders. 

The common stock committee objected to the small place accorded 
it by the preferred stock committee in any of the proposed plans of 
reorganization, which amounted to about a one-ninth interest. This 
committee firmly asserted that the proper course was first the payment 
of the debt and the restoration of the property to the company. Then 
would follow sufficient time to make adjustments between the two 
classes of stock. The reader should bear in mind this contention of 
the common stockholders’ committee because of its similarity to the 
arrangement finally consummated. For a time the preferred stock 
committee favored a reduction of the indebtedness, and in this they 
were supported by the common stock committee, which adhered to this 
policy after its abandonment by the preferred stock committee. Evi- 
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dently the change in the attitude of the preferred stock committee was 
due to its desire to make a payment on the accumulated dividends on 
the preferred stock. No doubt the attitude of the common stock- 
holders was the safer and more conservative one. 

As events unfolded, the undesirability of foreclosure grew increasingly 
evident. “The course to be pursued,” says the statement of the com- 
mon stock committee, “seems clear, namely, to reduce the debt to a 
point at which it ceases to be a menace to all security holders and leave 
the two classes of stock undisturbed.” Throughout the company’s 
history heavy fixed charges, occasioned chiefly by the large bonded 
indebtedness, had placed upon the company’s treasury an ever-increasing 
burden, the effect of which would have been inevitable bankruptcy but 
for the fortuitous event of war. To use the large accumulation of cash 
for any other purpose than the reduction of the long-standing menace 
of an excessive bond indebtedness would be extremely unwise. Although 
the contention of the common stockholders was entirely proper from the 
financial standpoint, it was no doubt advocated as a measure of self- 
interest. Foreclosure would probably have meant the annihilation of the 
common stock equity or, at any rate, its reduction to a position of insig- 
nificance in the process of scaling down. The position of the common 
stockholders’ committee may be summarized briefly thus: 

1. In the presence of the large war profits foreclosure was no longer 
the proper remedy. 

2. Cash on hand should be used exclusively for the reduction of the 
debt. 

3. Adjustments between the common and preferred stockholders 
must be conditioned on such reduction of the debt. 

As the committees were unable to meet on these propositions, 
negotiations were broken off on February 7, 1916. It then appeared 
that foreclosure proceedings must finally settle the matter. Fortunately, 
less drastic measures were adopted. 

Before coming to the solution ultimately effected, let us consider 
briefly the basis of the financial position of the company. Its capitaliza- 
tion was divided between bonds and stock as follows: 

Bonds, two issues, 44 per cent and 5 per cent.. $70,226,000 
Potieered stock, DAT VANE... . «2220000000 51,725,720 
| ae 49,872,110 
The annual interest on the bonds amounted to $3,248, 300, and on July 1, 
1916, the amount of interest in arrears would reach a total of 
$7,014,876.50. Upon the preferred stock the dividends in arrears 
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amounted to 78 per cent of its par value. The International Mercantile 
Marine Company owned the subsidiary White Star, Dominion, Atlantic 
Transport, American, and Red Star lines, which, on December 31, 1914, 
had in service vessels possessing an aggregate tonnage of 800,000 and 
also had something over 220,000 tons under construction, approximately 
one-half paid for. The foregoing companies were owned directly or 
through a 100 per cent stock ownership. In addition, the company 
owned 983 per cent of the common stock and most of the preferred stock 
of the Leyland Line, which on December 31, 1914, had in service nearly 
289,000 tons and somewhat over 15,000 tons under construction. The 
International Mercantile Marine Company also held the following 
investments, directly or through its subsidiaries: 


























PERCENTAGE OF TonNnaAGE OF VESSELS 
THE CoMPANY’S 
Company a= Ved 
WNED BY THE 
I. M. M. Co. Operated | Construction 
Holland-America Line.................. 25 220,517 | 34,000 
Shaw-Savill & Albion Co., Ltd.*......... 44 78,488 16,250 
George Thompson Co., Ltd......... er 30 41,819 *8,000 
* Approximate 


Further description of the assets is unnecessary here, nor would it 
be profitable to attempt a valuation of these properties upon the basis 
either of original cost or of present earning power. In the former article, 
already cited, the writer indicated the probable excessive valuation placed 
on some of the subsidiaries at the time of the purchase. The earnings 
of such a company fluctuate so much that any attempt to give to its 
assets any other than a purely empirical value based on profits must 
prove largely erroneous. 

Let us turn, therefore, to a consideration of profits. Until the war 
opened up new vistas of abnormal prices and an ocean freed from com- 
peting German vessels, the actual profits of the company were sometimes 
tenuous to the point of invisibility. Only by omitting adequate deprecia- 
tion allowances was the income account padded up to make it appear 
that sufficient profits had been made to meet fixed charges. But after 
the brief period of financial chaos that attended the opening of the war, a 
remarkable change occurred in the earnings of the company. Not long 
after the organization of the company in 1902, it was predicted by its 
officials that the net profits would soon amount to over $16,000,000 
annually. But such a figure was never even approached until after 
the war began. Then it was not long before that forecast was belittled 


* Journal of Political Economy, XXIII, g10-25. 
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by actual profits. In attempting to state definitely just what the war 
profits have been, we are handicapped by the failure of the stockholders’ 
committees, in their published statements, to make allowance either for 
depreciation or for the war tax which those subsidiary companies, whose 
vessels fly the British flag, must pay. However, approximate allowances 
can be made for these items. Commerce in war materials did not get 
under way sufficiently to make the remaining five months, August to 
December of 1914, typical! of earnings; but during 1915 the company 
was as well adjusted as possible to the new conditions, with the result 
that, after all expenses except depreciation and the war tax were 
deducted, profits for the year amounted to more than $41,000,000. 
According to the statement of the common stockholders’ committee,’ the 
net profits for the seven-year period 1903-9 averaged about $4,900,000 
annually, and for the four-year period 1910-13 about $9,400,000, but 
it may be safely stated that these figures are too large owing to insuffi- 
cient depreciation allowances. It is difficult to determine the proper 
deduction for depreciation and war tax for 1915. Using the last three 
months of 1915 and the first three months of 1916 as a basis, the common 
stockholders committee estimate war earnings, after deducting all 
charges, at $36,000,000 annually, or about eightfold the average earnings 
of the company during the ten years preceding the war. It being impos- 
sible to forecast the war’s duration, it is equally impossible to estimate 
the total excess of earnings above normal that will result from the war. 
It seems safe to assume, however, that the war will not end before the 
close of the present year, and therefore that the company will add to its 
capital not less than $60,000,000, which it would not have secured had 
not the war occurred. 

This increase of capital may take one of two forms—increase of 
assets or decrease of liabilities. A third, but now impossible, alternative 
would have been the distribution of part of this amount to liquidate the 
accumulated dividends on the preferred stock, at present amounting to 
over 82 per cent of the stock’s par value. 

Proper use of the war profits will aid greatly in resuscitating the 
company, just as some of our manufacturers will profit by the conserva- 
tive use of their profits. By the conservative use of such profits is meant 
their use in the reduction of debts rather than in the payment of large 
dividends. 

On July 6, 1916, J. W. Platten, chairman of the common stock- 
holders’ committee, announced that the two committees had agreed upon 
the “principle” to be pursued in the reorganization of the company. 


* Commercial and Financial Chronicle, CII, 1429. 
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What this “principle’”’ was may be gleaned from the following extract 
taken from the statement of the two committees to the stockholders: 
“The Committees after careful consideration respectively determined 
that the interests of the Company and of its stockholders of both classes 
demanded that the existing bonded debt be refinanced at this time when 
favorable financial conditions prevail,’ furthermore “leaving the matter 
of the payment or funding of the accumulated dividends upon the 
preferred stock to the future action of the board of directors of the 
Marine Company and to the action of its stockholders should action 
by them be required.” Thus the earlier contention of the common stock 
interests was essentially adopted.' The important features of the new 
reorganization plan, dated August 1, 1916, and superseding the old one, 
dated August 3, 1915, are as follows: 

The retirement of both the old outstanding bond issues is contem- 
plated. Provision is made for the payment at maturity of such of the 
two old issues as may be withdrawn or remain undeposited under the 
bondholders’ agreement. For the purpose of refunding these old bonds, 
$40,000,000 of new first mortgage and collateral trust sinking fund gold 
bonds are authorized, to bear interest at 6 per cent and redeemable at 
110 and interest. To make possible the securing of all cash necessary 
under the refunding plan, an issue of notes is provided with a maximum 
limit of $10,000,000. A reservation of $10,000,000 in bonds is also 
made to meet cost of future extensions. According to the plan the dis- 
tribution of cash and securities for each of the old $1,000 five per cent 
bonds is as follows: 


a) In new bonds: 





57 per cent of principal amount.........................05- $ 570.00 
6) In cash: 
43 per cent of principal amount.................... $430.00 
RELL ETE ETRE eer ee oT 100.00 
Interest, August 1, 1916, to October 1, 1916......... 8.33 538.33 
ere rn re $1,108 . 33 


and for each $1,000 four and one-half per cent bond as follows: 


a) In new bonds: 





eR ar I 0 nook sik kn d cd oc sdcececeas $ 570.00 
6) In cash: 
43 per cent of principal amount.................... $430.00 
RE Sa a Renee are ee 112.50 542.50 
NEE I ON OE GIO «aos ois oko dik ca ees ncncccces $1,112.50 


* Plan and agreement of reorganization, dated August 1, 1916. 
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By this partial amortization of the old bond issues, the amount 
of bonded indebtedness is reduced to slightly over $40,000,000. This 
material reduction means a large reduction in the fixed charges, and 
withal must have the effect of placing the company on a sounder financial 
basis. Annual interest charges before reorganization amounted to 
$3,248,330. Under the new plan, they will be reduced by an amount 
ranging from one-quarter to one-half of a million dollars. 

The foregoing plan has already been consummated. Notices have 
been published in the financial columns, requesting holders of certificates 
of depcsit to surrender them and receive in exchange new stock certifi- 
cates. The International Mercantile Marine Company enters upon a 
new and apparently a more propitious period. The improved condition 
of the company is reflected in the marked rise in the price of its stocks. 
Pre-war prices of both classes of its stocks are shown below: 




















Common PREFERRED 
Periop 
High | Low High Low 
re 21 2 50 14% 
1907-13........ 9 20 | 278 10 
Sa RAS 32 $ | = st 3 





Contrast with this poor showing the high and low prices for the first 
nine months of 1916: 




















Common | PREFERRED 
High | Low | High | Low 
January to September, 1916, inclusive 50% 13% 125% 61} 
Sept. 14 | Feb. 15 | Sept. 11 Mar. 1 











These figures probably do not accurately reflect the improvement 
that has occurred in the company’s affairs, but they are at least an indica- 
tion of a rejuvenation that has come quickly and at a time when aid was 
very badly needed. It is one of those strangely beneficial effects that 
sometimes result from disaster and calamity. 

Ear A. SALIERS 

SHEFFIELD SCIENTIFIC SCHOOL, YALE UNIVERSITY * 
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WASHINGTON NOTES 
GOVERNMENT OWNERSHIP OF SHIPS 


By enacting on September 7, 1916 (Act No. 260, Sixty-fourth Con- 
gress, first session), an act to establish a United States shipping board, 
Congress has practically adopted, in modified form, the plan for the 
establishment of a merchant marine that had been accepted by the 
federal administration. The board provided for in the act in question 
is to consist of five commissioners, chosen by the President with the 
advice and consent of the Senate, and receiving salaries of $7,500 per 
annum, its expenses being paid by the government, and its duties being 
to “have constructed and equipped in American shipyards, navy-yards 
or elsewhere . ... or to purchase, lease, or charter... . vessels 
suitable for use as naval auxiliaries or army transports . . . .” and also 
to “form under the laws of the District of Columbia one or more cor- 
porations for the purchase . . . . and operation of merchant vessels.” 
Not less than a majority of the capital stock of any such corporation is 
to be subscribed by the board, which is also vested with the duty of 
investigating the relative costs of the building of merchant vessels in the 
United States and abroad. The Secretary of the Treasury, in order to 
provide money for subscriptions to the capital stock, is authorized to 
sell Panama Canal bonds to an amount not exceeding $50,000,000. 

The shipping board is also given large powers of control over shipping 
rates. The rebate system heretofore widely employed by vessel lines 
is prohibited, while retaliation against shippers by refusal of space 
accommodations is likewise made illegal, and a system of heavy fines for 
unfair or discriminatory contracts is authorized. Copies of freight- 
rate tariffs must be filed with the board, and that organization is given 
power to disapprove, cancel, or modify rate agreements and all other 
undertakings entered into by common carriers by water. The act con- 
tains lengthy provisions forbidding discrimination in interstate com- 
merce by water and prescribing the treatment of competitive points, 
much of the text of the law being based upon the Interstate Commerce 
Act or drawn from experience in connection with the enforcement of that 
act. A considerable number of points dealt with in the various 
merchant-marine investigations of recent years and brought to the 
attention of Congress in the investigators’ reports are likewise embodied 
in the measure. 

One of the most interesting, and possibly least defensible, phases of 
the law is found in its authorization to the Shipping Board to investigate 
the action of foreign governments with respect to their treatment of 
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American vessels, and the attempt to apply retaliatory tactics in cases 
where it is believed that unfair methods have been employed by for- 
eigners. Thus the Secretary of the Treasury is authorized to refuse a 
clearance to any vessel destined for a foreign port if it is believed that 
such vessel has declined to accept or receive freight or cargo destined for 
such port. The President is empowered to “secure by diplomatic 
action”’ equitable privileges for vessels of the United States engaged in 
foreign trade; and, if unable to secure them, he is directed to advise 
Congress as to the facts, and to transmit his conclusions in a special 
message for that purpose. 

Extensive powers of investigation of the books of shipping companies 
are conferred upon the new board, and the board itself is given authority 
to “reverse, change, or modify, upon such notice and in such manner as 
it deems proper, any order made by it.”” Its powers are thus of a remark- 
able and far-reaching sort, including executive, judicial, investigative, 
and, to a certain extent, diplomatic authority, while its financial powers 
and duties are similarly extensive. The adoption of this measure has 
undoubtedly been stimulated by the continued difficulty of transporta- 
tion growing out of the European war, and there are many who believe 
that without the existence of the war and the exigencies growing out 
of it no such act would have been adopted, or perhaps seriously con- 
sidered by Congress. The real problem to be encountered in connection 
with the constructive part of the board’s work—that of securing addi- 
tional available tonnage—will be found in the fact that the physical 
obstacles and delays to the construction of vessels, as well as the openings 
for acquiring them by purchase, are the same for a government organiza- 
tion as for private individuals; and that the corporations to be formed 
by the Shipping Board will naturally have to conform to the same 
requirements and to overcome tie same difficulties that are now met by 
ordinary corporations engaged in the business. The question whether 
a shipping board intrusted simply with the duty of supervising rates and 
making regulations intended to secure equitable treatment for shippers 
by water can or cannot be of large service is one about which there has 
been a wide difference of expert opinion. Many ardent rate-regulators 
hold that transportation by water is necessarily controlled by considera- 
tions very different from those that prevail in connection with railway 
transportation, so that the efficacy of the methods of supervision 
employed with respect to railways might very well be doubted as regards 
water transportation. It will clearly require an experience of consider- 
able length to ascertain the exact degree of success that may be expected 
from the work of the Shipping Board. 
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THE NEW TARIFF COMMISSION 


As the outcome of a long agitation extending over a series of years, 
Congress on September 8 authorized the creation of a Tariff Commission 
(Public Act No. 271, Sixty-fourth Congress). This action was taken as 
one element in the revision of the revenue system which included the 
re-enactment of the income tax on a new basis, and the adoption of 
additional tariff duties. The Tariff Commission now provided for is of 
the kind known as “bipartisan,” and consists of six members to be 
appointed by the President, not more than three of whom are to be 
members of the same political party. The function of the commission 
is to be that of investigating ‘‘ the administration and fiscal and industrial 
effects of the customs laws . . . . the relation between rates of duties 
on raw materials and the finished or partly finished products, the effect 
of ad valorem and specific duties, and of compound specific and ad 
valorem duties, also questions relating to the arrangement of schedules 
and classification of articles . . .. ,” etc. Material compiled by the 
commission is to be furnished to the President and the appropriate com- 
mittees of Congress whenever desired. By way of providing the com- 
mission with a regular organization from the outset, certain work now 
carried on in the Bureau of Foreign and Domestic Commerce is to be 
transferred to the new body, while power is given to the commission to 
subpoena witnesses and to call for documents, papers, or records in the 
possession of individuals or corporations. The usual provisions for 
maintaining the secrecy of the information obtained and for organizing 
and inaugurating the work of the new board are included, and the sum 
of $300,000 is appropriated for the fiscal year ending June 30, 1917, with 
a similar amount each year thereafter. No action has as yet been taken 
toward the appointment of the members of the new Tariff Commission, 
but unofficial announcement has been made that such appointments will 
be definitely determined upon at an early date. It is to be noted that 
this Tariff Commission is practically identical with the type of com- 
mission which has long been urged by so-called “progressive” leaders 
and that it is provided with the power that has been insisted upon as 
being essential to the success of such a body. It was constantly asserted 
during the life of the former Tariff Board under President Taft, 
that one serious defect in the work done at that time lay in the inability 
of the commission to insist upon the furnishing of evidence or necessary 
industrial data, so that it had to content itself with information volun- 
tarily furnished. On the other hand, it is worthy of special note that 
the act creating the present commission has nothing to say with reference 
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to the ascertainment of what is called “comparative cost of production.” 
Neither is there any stress upon so-called “foreign cost of production,” 
although cost of production as such is incidentally mentioned at one 
point as a subject of inquiry. During the life of the former Tariff 
Board, political leaders sought to show that the tariff should be 
adjusted upon a basis equal to the differences between American and 
foreign costs, and much time and money were spent by the old organi- 
zation in the effort to ascertain these costs in the cases of certain spe- 
cific articles. Indeed, a large proportion of the work of the former 
Tariff Board revolved about this idea of comparative cost of pro- 
duction. The powers of the new commission are broad, as can be seen 
from the description of its functions already cited, and are stated in 
language which is free from the theoretical bias implied in the idea of 
the comparative cost of production. 

It is generally admitted that the work of this Tariff Commission, 
when it is appointed, will be affected in no small degree by the develop- 
ments consequent upon the close of the European war. Few, if any, 
further changes in the tariff are probably to be expected for the present; 
and no revolutionary change in the direction of foreign trade is to be 
looked for prior to the close of hostilities. In this view of the case the 
new commission may have a period of possibly uninterrupted investiga- 
tion equal to the time between its organization and the end of the war. 

One important phase of the commission’s duty is found in the require- 
ment that it shall investigate tariff relations between the United States 
and foreign countries, including commercial treaties, preferential tariff 
provisions, and the like. There is here a field of work which is not only 
large, but likely to be of immediate importance upon the conclusion of 
the European war, while it is not necessarily dependent upon domestic 
tariff legislation. The new commission might thus conceivably have 
duties of a varied and important kind, independent of the direction taken 
by political events, although in this case, as in others, much will 
depend upon the direction given to the work by the persons who may 
be named members of the new organization. 


CHANGES IN THE FEDERAL RESERVE ACT 


The act of Congress approved September 7, 1916, has broadened the 
operation of the Federal Reserve Act in several important particulars. 
Such a broadening has been urged for some time past, and certain ele- 
ments in it were recommended by the Federal Reserve Board in the last 
annual report of that body. The outcome, as enacted into law on the 
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date mentioned, both renders the federal reserve system more attractive 
to member banks and increases the scope and service of the federal reserve 
banks. It increases the avenues of profit open to members by permitting 
them to accept domestic bills of exchange properly documented, thereby 
placing a new credit resource of great value at the service of the agricul- 
tural and commercial community; while it also authorizes banks in 
places of not more than 5,000 inhabitants to act as agents of insurance 
companies, thereby increasing public convenience and allowing these 
smaller institutions to engage in a profitable kind of business. The 
powers already conferred upon national banks with reference to the 
making of real-estate loans are moreover broadened. The act strengthens 
the federal reserve banks by authorizing the Reserve Board to permit 
member banks to carry their so-called vault reserves with reserve banks 
if desired, thereby providing a means for building up the cash resources 
of the reserve institutions, while it also enlarges the classes of collateral 
which may be used as a basis for the issue of federal reserve notes, and 
increases the ease with which members may obtain short-term accom- 
modation based upon eligible paper, without actually discounting such 
paper. The amendatory act moreover provides for the further extension 
of our foreign trade by enabling groups of banks to unite for the estab- 
lishment of institutions created for the special purpose of financing 
foreign trade operations. Partly owing to the permission to transfer 
vault reserves to federal reserve banks and partly in consequence of the 
gradual transference provided for in the original act, the resources of the 
federal reserve banks are now more than $650,000,000, while the total re- 
serves held are about $400,000,000, in addition to more than $225,000,000 
held as special security against federal reserve notes. About one-fourth 
of the country’s great stock of gold is thus in the hands of the federal 
reserve banks and agents. 

Criticisms properly to be passed upon this amendatory act are the 
same as those which in the past have always been directed against domes- 
tic acceptances—the danger that that type of bankers’ acceptance will 
be improperly used as a means of accommodating individuals who have 
no commercial security to offer. This danger is in some measure safe- 
guarded against by stringent requirements that the draft shall be docu- 
mentary in character, and consequently shall not be open to dangers of 
renewal that would otherwise have offered themselves. On the other 
hand, the provisions of the law which permit banks to accept for the 
purpose of furnishing dollar exchange in countries where commercial 
usage demands the issuance of such acceptances in order to provide 
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means of remittance, may likewise be subject to some abuse unless care- 
fully restricted, as it at least opens the way for the growth of a consider- 
able structure of finance bills. The introduction of the more liberal 
powers accorded to national banks in connection with real-estate loans 
and insurance operations may prove to be of doubtful expediency 
though perhaps necessitated by increasing competition of state banks 
organized under liberal local laws designed to attract banking capital 
away from the national system. On the other hand, the provisions of 
the act relating to the transfer of vault reserves at the will of the member 
banks to federal reserve banks at least open the opportunity for an 
immense strengthening of the federal reserve system through the shifting 
of unnecessary vault reserves to the reserve banks. A number of strong 
institutions have already accepted this plan, materially increasing their 
reserves with federal reserve banks, as already noted, but it is not certain 
how far the process will be carried. One factor militating against action 
of this kind on the part of member banks is seen in the fear that member 
banks’ reports showing a reduced amount of vault cash will inspire alarm 
in the minds of depositors and note-holders. This may be overcome by 
permitting the member banks to report their vault cash and balance with 
the federal reserve bank as a single item, while in other ways the transfer 
of vault cash may be facilitated. Particularly good success may be 
obtained in this way from the action of banks in the larger cities. The 
amendatory act on the whole is calculated, as already stated, to render 
the reserve system more attractive, and at the same time to confirm it 
in the exercise of its present functions. It is worthy of note that neither 
the proposed amendment permitting national banks to establish domestic 
branches, which has the support of the Federal Reserve Board, nor the 
amendment authorizing the counting of federal reserve notes as reserves, 
met with success. 
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Principles of Money and Banking. By Harotp G. Movutrton. 
Chicago: The University of Chicago Press, 1916. 8vo, pp. xl+ 
283+502. $3.00. 

Exercises and Questions for Use with “Principles of Money and 
Banking.”” By Harotp G. Movutton. Chicago: The Uni- 
versity of Chicago Press, 1916. 12 mo, pp. xit+95. $0.50. 

Professor Moulton’s book comes as a welcome addition to the avail- 
able text literature on money and banking. It is another application of 
the selection method to the teaching of economics. The selections are 
grouped into two main collections, Part I being on money and Part II 
on banking. These are separately paged, presumably to make possible 
separate binding, should the demand favor it. 

In the opinion of the reviewer, theory, historical verification of 
theory, and the history of political sentiment have been admirably com- 
bined in the treatment of money. This part begins with selections under 
the general heading of ‘The Pecuniary Organization of Society,”’ includ- 
ing discussions on the functions of money, the relation of money and 
prices, the patronizing of home industry to keep money at home, etc. 
Not all of the selections are to be accepted as expressions of truth. Some 
are properly included to train the student in the analysis and criticism of 
fallacy. There follow selected discussions dealing with ‘The Origin and 
Development of Money,” “Early Expedients for Increasing the Cur- 
rency,” “The Standard Question: Bimetallism,” “The Standard Ques- 
tion: Government Paper Money,” etc. The selections on “The Silver 
Movement in the United States” include, not only passages and charts 
indicating the effects of our silver legislation, but also passages taken 
from contemporary writings and speeches presenting the viewpoints of 
both debtors and creditors, e.g., Mr. Bryan’s “Cross of Gold’’ speech. 
Such inclusions enable the student to picture to himself the forces at 
work determining policy in the past, and add greatly to his interest, 
strengthening rather than weakening the desire to analyze the economic 
principles involved. 

On the side of banking Professor Moulton’s book differs from the 
usual textbook in the broader viewpoint from which banking phenomena 
are treated. The function performed by commercial banks in creating 
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a substitute medium of exchange is not emphasized, but the relation of 
prices to quantity of money is given some consideration in Part I, and 
perhaps the connection of bank credit with prices can be sufficiently 
developed in classroom discussion. The omission may be welcome to 
teachers who do not accept the quantity theory. Those who do accept 
it are likely to endeavor to fill the gap. On the other hand, the dis- 
cussion of banking theory from the point of view of the banks as lenders 
and the various types of business men as borrowers, the discussions of 
the relations between banks and of the regulation of banking, are excep- 
tionally full. Nothing is said of any foreign banking system. But 
banking in the United States is very thoroughly presented, and the 
ordinary résumé of foreign systems would, the reviewer believes, spoil 
the unity of the volume and serve no very good purpose, while a full 
presentation of two or three foreign systems, in all their ramifications, 
would unduly expand it. Finally, Part II of Professor Moulton’s book 
includes numerous selections dealing with savings banks, investment 
banks, and long-time agricultural credit. In short, Part II is a book on 
banking as such rather than on banking as a part of the mechanism 
determining price levels. While he would not criticize the editor for 
developing the book along this line, the reviewer is personally inclined to 
the view that an added section might with advantage have been included, 
which would show how and why bank demand deposits as loans, and 
bank demand deposits as a circulating medium are the same thing and 
would connect the theory of banking with a theory of price levels. 
Professor Moulton has prepared, for use with his text, an excellent 
book of suggestive questions and problems, of nearly a hundred pages, 


with parts and sections corresponding to those of the textbook. 
H. G. Brown 


UNIVERSITY OF MISSOURI 


The Ruling Caste and Frenzied Trade in Germany. By MAURICE 
MIL.ioup (Introduction by SrR FREDERICK POLLOcK). Bos- 
ton: Houghton Mifflin Co.,1916. 12mo,pp.159. $1.25. 

The volume is made up of two essays: “To an Understanding of the 

Ideology of Caste,” and ““Germany’s Aims at Conquest by Trade and by 

War.” It is a study in imperialism, of wider application than the special 

case of Germany with which it deals, and on which it draws for its 

analysis of modern policy. M. Millioud asks his readers “to believe 
that I have written these pages without being influenced by prejudice, 
with the one desire to get at the facts” (p. 20); but few unprejudiced 
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readers, if such there are, could be persuaded that such an attitude of 
scholarly detachment has been maintained through the course of the 
discussion. Throughout the analysis and its conclusions the case of 
Germany is made to stand out as a thing apart; whereas it should be 
plain from the description of its characteristics that it is only entitled 
to take rank as the consummate type-form of its species. What the 
facts cited entitle us to say is rather that Germany has been affected 
with an aggravated case of imperialism, accentuated in all its symptoms, 
but not specifically divergent from the common run of imperialism that 
affects modern nations. 

M. Millioud finds that there are three several factors that have con- 
verged to a deplorable outcome in the case of Germany: (a) a military 
caste and tradition making for warlike disturbance and political domin- 
ion, among its forces being an irresponsible and fantastically ambitious 
dynasty; (5) a business community driven by the pursuit of gain into 
precariously adventurous enterprises; and (c) a patriotically devoted 
populace. Each of these three factors that have so converged to a fatal 
outcome has in the German case been wrought to an extreme, not to 
say extravagant, pitch. So much is a matter of common notoriety, as 
touches the case of Germany. And it should be plain on slight reflection 
that, except for their unexampled virulence and abandon in the German 
case, these elements of disturbance are common to all modern nations. 
What M. Millioud’s review of the case brings under a strong light in all 
this is the part played by the members of the German business commu- 
nity, whose somewhat headlong—and largely subsidized—enterprise had 
brought them to an impasse, where their continued solvency was condi- 
tioned upon a continued cumulative inflation that was already beginning 
to exceed their powers. Hence the warlike decision of the German 
government appears to be a recourse to desperate remedies for a desperate 
disease. 

Economic students will scarcely question the substantial accuracy 
of M. Millioud’s observations as they touch the state of German business 
enterprise in the years immediately preceding the war. But anyone 
who shares the view that the German strategists had already delayed 
their “defensive offense’’ beyond the most propitious date will not readily 
come to believe that dynastic ambition could have permitted any pro- 
longed respite, even if it should have appeared feasible to maneuver 
the crazy fabric of inflated credit and subsidized enterprise into a posi- 


tion of tolerable stability and solvency. 
THORSTEIN VEBLEN 
UNIVERSITY OF MISSOURI 
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The Butter Industry in the United States. An Economic Study of 
Butter and Oleomargarine. By Epwarp Wiest. (Columbia 
University Studies, LXIX, No. 2.) New York: Longmans, 
Green, & Co., 1916. 8vo., pp. 264. $2.00. 

Economic literature is being enriched of late by many studies of 
specific industries, studies coming directly from the pen of trained 
economists. The particular study under review, as well as other works 
of that type, indicates above all that it is time that a definite standard, 
a clear point of view, be recognized in these attempts, in order that they 
may be made effective. A well-defined reader must be borne in mind, if 
these studies are to have unity and usefulness. As it is, Dr. Wiest and 
other writers of “economic studies” seem to shift back and forth from 
the college student of economics as the intended reader to the people 
directly interested in the industry. Briefly stated, an economic study 
of an industry must be either informative, almanac-like, a useful hand- 
book for the tradesman, with whatever interesting reading material an 
outsider can find in it, or an analytical and demonstrative investigation, 
consciously belonging to the field of applied economics, to be used chiefly 
by the teacher of economics to illustrate his economic laws. 

An attempt, perhaps, to satisfy both types of readers leads Dr. Wiest 
to offer, amidst complicated technical analyses of markets, such naive, 
purely classroom affectations as, ‘The essential function of the retailer 
of butter . . . . is to get customers and retain them”’ (p. 161), or, “The 
retail butter price is the price paid by the consumer while the wholesale 
price is the amount paid by the wholesale dealer” (p. 192). Naturally 
generalities of this kind can gain little respect for the theoretical economic 
fraternity among their practical brethren. 

This is still more regrettable since Wiest’s forte is a lucid exposition 
of ready material. For many pages his descriptive matter is really inter- 
esting literature. Chap. ix, on oleomargarine, is not only an exhaustive 
statement of the question, but is in the reviewer’s opinion the best 
written on the subject. Dr. Wiest adds his very sane advice that oleo- 
margarine dealers would do much better by creating an advertised mar- 
ket for their products, as such, than by cheating the public and provoking 
hostile legislation. 

Dr. Wiest’s weak point lies, perhaps, in the fact that he is not only 
an expositor, but also an economist. On p. 161 we read: “He [the 
retailer] tries to sell all the butter he can, but in so doing he is in com- 
petition with other retailers. It becomes necessary, therefore, to sell at 
the lowest price possible. Perhaps he must sell below cost, and if so 
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he will be slow to order more at the same price. This feeling is made 
known to the jobber, etc.” The above is supposed to be an analysis of 
the demand for butter, and is, at the least, disappointing, coming from 
an instructor in economics. In his final summary of the ultimate forces 
determining the price of butter Dr. Wiest concludes that “the dominant 
forces are business conditions.”” No attempt is made to trace the ele- 
ments in those conditions which directly influence the price of butter 
nor does Dr. Wiest seem to be aware that the butter situation, and with 
it the egg, milk, and cheese situations, are themselves part of the business 
conditions and are in themselves ultimate determining factors. In his 
analysis of cold storage as a price factor he starts well by comparing it 
to the influence of elevators upon wheat prices, but does not mention the 
whole issue of limited cold-storage seasons and the banking operations 
of the cold storages themselves, conditions which were directly respon- 
sible for the crisis of 1910 in the butter industry. 

It is the reviewer’s opinion that whatever fault there is to be found 
in the book is due primarily to the failure to concentrate upon a definite 
audience with a definite purpose. But these faults are common to the 
newer type of Doctor’s thesis in the economic field. The merits of the 
book by far outweigh its shortcomings. It will suffice to say that Dr. 
Wiest’s book is a complete, well-written economic study of butter and 


oleomargarine. 
M. Lrepitt LARKIN 


Curcaco, ILL. 





Anthracite. By Scott NEARING. Philadelphia: John C. Winston Co., 
1915. 8vo, pp. 241. $1.00 net. 
The proposition which Professor Nearing develops is that the system of 
“private ownership of natural resources leads to concentration of ownership 
in a few hands and, finally, to their monopolization of the industry. 
The various parties interested in the controlled article are the workers, 
the operators, and the consumers. The workers fare no better than under a 
competitive system. Indeed, they rather lose than gain. The owners are 
able to dictate prices almost at will, and thus virtually to lay a tax on the use 
of the article, and the consumers pay the bill through the constantly rising 
price of commodities. Professor Nearing concludes that monopoly is directly 
antagonistic to democracy, and that the struggle between the two must result 
in the elimination of one or the other. Moreover, he points out that nobody, 
except the few owners, has anything to gain in the system of private monopoly. 
He dismisses regulation of industry as insufficient, owing to the political power 
of the monopolies, and turns to public ownership as the only adequate solution 
of the problem. 
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Confederate and Southern State Currency. By W1Lt1AM WEST BRADBEER 
Mt. Vernon, N.Y.: published by the author, 1915. 8vo, pp. 162. 
$3.50. 

This is a descriptive catalogue of the currency issued by the Confederacy 
and the individual southern states during the Civil War. The catalogue covers 
115 pages and contains descriptions of 4,600 Confederate and southern-state 
notes. ‘This part of the book is illustrated and is of interest mainly to numis- 
matists. 

The first part of the work, in the nature of an introduction, is given over to a 
brief financial history of the Confederacy and to short biographies of prominent 
southerners whose busts appeared on the Confederate currency. 

The historical chapter, which is in the form of extracts from the pro- 
ceedings of the Confederate Congress, is quite brief. Enough information is 
given, however, to show the utter chaos in regard to currency which existed 
throughout the war, and the well-nigh impossible task which confronted the 
financiers of the South in providing adequate funds for the prosecution of the 
war. 


Learning to Earn. By Joun A. Lappand Cart H. More. Indianapolis: 

Bobbs-Merrill Co., 1915. 12mo, pp. 421. $1.50. 

This volume is a protest against the education of today in the United 
States as not meeting the real needs of the nation, and a plea for a system 
wherein each individual may obtain from the state the sort of training best 
suited for his purposes. In the words of the authors, “‘The democratic ideal, 
too, has emphasized that every man must have equal opportunity, not merely 
to get a particular kind of education, but to get that kind of education best 
suited to his need and capacity.” 

The dependence of agriculture, business, and the home on education, and 
the demands which they make of it are considered. Then are taken up the 
different schemes that have been evolved to meet such demands. Prevoca- 
tional, vocational, part-time, and extension work as now carried on are criti- 
cized, and suggestions are made for improvement. The weak points in the 
work of the libraries, in vocational guidance, and in the training of teachers 
are touched upon, and methods of improvement are suggested. The edu- 
cational scheme should be an organic whole, bringing to each man the thing 
he needs, not for a few years in early life only, but continuously throughout his 
years. 


Industrial Organization and Management. By Huco Diemer. Chicago: 
La Salle Extension University, 1915. 8vo, pp. xv-+291. $2.00. 
In this small volume is compressed a discussion of the nature, theory, and 

types of industrial organization, and of such problems of management as plant 

location, plant arrangement and equipment, purchasing and storeroom methods, 
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planning, cost-finding, standards and standardization, scientific management, 
wage systems, time and motion studies, welfare work, employment problems, 
and reports to executives. The treatment is distinctly elementary, but it 
is clear, brief, rich in concrete illustrative material, and it gets down to funda- 
mentals. 

In common with other books on the subject, this work confines itself almost 
exclusively to the inanimate problems of management, to the organization and 
control of operations, at the expense of adequate discussion of the problems 
of handling men. The chapter on employment problems is too trite to be 
instructive; the chapter on welfare work is hardly more than an enumeration 
of the varieties of welfare activities. The book contains not even an adequate 
elementary account of employment problems and methods, medical inspection 
and supervision of employees or instruction of new employees, the problems 
of fatigue, transfer and promotion systems, methods of handling grievances, or 
the essentials of a labor policy with a discussion of the organization for carrying 
it into effect. The reader is left totally ignorant of the tendency to concentrate 
matters of labor policy employment, wages, promotions, grievances, discharges 
—in the hands of labor supervisors, whose gradually increasing authority bids 
fair to make them subordinate only to the works-manager. 

The chapters on cost-finding omit reference to the important recent dis- 
cussions of the expense problem, particularly the difficulties involved in the 
dependence, under prevailing cost systems, of unit costs on volume of produc- 
tion. 

Within its limited field, however, the book contains a remarkable amount 
of elementary information admirably presented. 


Slavery in Germanic Society during the Middle Ages. By AGNES 
MATHILDE WERGELAND. Chicago: The University of Chicago 
Press, 1916. 12mo, pp. xvi+-158. $1.00. 

This is a reprint, in book form, of an essay which appeared originally in 
the Journal of Politicai Economy fifteen years ago. It brings out clearly the 
fact that slavery during mediaeval times was not a sort of serfdom, as is often 
assumed, but was a distinct institution. It shows that actual slavery, in its 
most absolute form, had a well-defined place in early Germanic economic 
society, and that it was sufficiently crystallized to have the sanction of quite 
a body of laws. 

The historical development of slavery in general is dealt with, and the 
means are shown by which the status of slavery is brought about. Following 
this as introductory matter, come the three main considerations of the work: 
the condition of the slave in his state of permanent reduction; the forces which 
brought about amelioration of his condition in Europe as the forces of the 
modern era made themselves felt; and the steps by which he finally became 
a freeman. 
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AGRICULTURAL ECONOMICS 


By EDWIN G. NOURSE 


Professor of Economics in the University of Arkansas 





924 pages, 8vo, cloth; $2.75, postage extra (weight 3 Ibs. 4 oz.) 


Already adopted and in use in some of the leading colleges 
and universities, including the University of Wisconsin, 
Ohio State University, and the University of Arkansas 


A volume comprising several hundred carefully edited selections with valu- 
able original introductions, which make of the material a connected whole. This 
book follows the plan, successful in so many recent cases, of combining in one 
volume the virtues of the usual text and the collateral book of readings. This 
plan is especially effective because of the vitality imparted to the subject-matter 
by the introduction of writings from numerous specialists on the various phases 
of the subject. 


Vividness is also imparted to the volume by reason of the fact that the 
selections present a series of concrete cases with their convincing details, 
intimate personal viewpoints, and wealth of actual experience. Material of this 
sort makes a closer contact with the thought and interest of the student than do 
the generalizations, no matter how excellent, which the text writer is obliged 


to make. 


Particularly strong is the emphasis upon the interrelations of the technique 
and the economics of agriculture. Most economists have made little use of the 
data of agriculture in developing their exposition of economic principles. Chap- 
ter III of this book is a notable example of the attempt to found our agricultural 
economics upon a sound understanding of the technical nature of the productive 
processes of agriculture. Many selections also show how changing economic or 
commercial conditions are modifying the practices of agriculture, and how at the 
same time technical considerations, such as the exhaustion of nitrogen from the 
soil or the growth of knowledge about plant or animal breeding, introduce new 
factors into the economic problem of agriculture. The student’s attention is 
thus directed toward the future and dynamic aspects of the questions of agri- 
culture in America. 
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MATERIALS for the STUDY 
of ELEMENTARY ECONOMICS 


Edited by LEON CARROLL MARSHALL, CHESTER WHITNEY WRIGHT, and 
JAMES ALFRED FIELD, of the Department of Political Economy 
The University of Chicago 





xviii+928 pages, 8vo, cloth; $2.75, postage extra (weight 3 Ibs. 6 oz.) 


This volume of nearly 1,000 pages is intended to supply instructors and students 
of elementary economics with a collection of readings illustrating the working of 
economic principles in actual life. The selections have been drawn from the most 
varied sources—books, magazines, newspapers, commission reports, court de- 
cisions, corporation charters, government circulars, etc. The Materials has been 
adopted by the leading colleges of the country as a supplement to a systematic 
textbook. The following testimonials indicate the cordial reception the book 


has received: 

Proressor Epwin R. A. SeticMan, Columbia University: “It gives me pleasure to state that we have used your 
new sourcebook in our elementary economics class this year with considerable success. I think the Materials is of 
undoubted value to both students and teachers. We count ourselves tostunate to have so good a book at our com- 
mand.” 

Proressor CHARLes C. ArpuTHNOT, Western Reserve University: “The Materials for the Study of Elementary 
Economics is the volume for which teachers have been waiting a long time. It is altogether the most promising col- 
lection of illustrative material I have ever seen.” 

Proressor Freperick S. Derster, Northwestern University: “I am convinced that the Materials is by all oe 
the most successful collection of select readings that has yet been published for elementary economics. The book 
shows a high gra ade of appreciation of the pedagogical problems in the presentation of the elements of economics, and 
the organization and selection of the readings indicate a careful discrimination of the student’ s needs. The book is 
very successful with us and solves in a large measure the problem of collateral readings.” 

Proressor Murray S. WitpMaAN, Leland Stanford Junior University: “In connection with a formal text we 
have found no book or group of books so convenient for reference in our course in the elements of economics as the 
Materials for the Study of Elementary Economics. The selections which are there brought together are extremely 
valuable in themselves. We feel that the problem of supplementary reading, so long a bugbear, has been solved.” 

Proressor Lewis H. Haney, University of Texas: “I am using the Materials {or the Siudy of Elementary 
Economics in my large elementary class extensively. It is the only collection of the kind that I have been able to 
make much use of. I think it is excellent. The material is in the main well chosen and is admirably calculated to 
make the student realize the bearing of economic theory upon the practical problems of the day.” 


A Companion Volume to the Materials: 


Outlines of Economics Developed 
in a Series of Problems 


xvi+144 pages, 12mo, paper; 50 cents, 
postage extra (weight 13 oz.) 


The inductive method of teaching elementary economics is arousing 
widespread interest. The best example of this method yet published 
is to be found in the Outlines, which can be used with any regular 
text. The book consists of a series of 1,200 questions and problems, 
designed to guide the student of elementary economics in his reading 
and to furnish definiteness and direction to classroom discussion. 
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Current Economic Problems 


By WALTON H. HAMILTON 


Professor of Political Economy in Amherst College 
xl+790 pages, cloth; $2.75, postage extra (weight 3 Ibs. 1 oz.) 


The readings employed in this volume embody opinions from those who have 
worked through the problems with which they are concerned, or from those intimately 
connected with the problems to be studied. They come from the widest range of sources, 
and an attempt is made to present both sides of all disputed questions. The selections 
are conveniently arranged in divisions and subdivisions. The main sections are pre- 
ceded by a general introduction written by Professor Hamilton himself, which serves to 
give sequence to the material as a whole. 

“One of the best books of selected readings for class use that I have <_ ‘oth in the choice and in the arrange- 
ment of materials.” —Wesley C. Mitchell, Columbia University, New York, N. Y. 

“Professor Walton Hale Hamilton's Current Economic Problems is a fascinating volume to a layman who likes 
to trace economic development in its broader aspects and to note especially the social and moral aspects. The great 
number of authors represented gives a more vivid impression of the course of economic life and theory than could 


come from any single treatment; the wide range of on shows that most of our questions have at least two sides.” 
James H. Tufts, University of Chicago, Chicago, Ill 


“The book is the best collection of readings on contemporary economic questions that I have ever seen.’’— 
Edwia A. Ross, University of Wisconsin, Madison, Wis. 


Exercises in Current Economics 
By WALTON H. HAMILTON 


A paper-bound book of about one hundred fifty pages to be used in connection with the 
author’s Current Economic Problems; 50 cents, postage extra (weight 13 oz.). 


NOTICE On and after January 1, 1917, Materials for the Study of Elementary 
bd Economics and Current Economic Problems will sell for $3.00 each, post- 
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ABOUT SOME NEW BOOKS 


Cicero—A Sketch of His Life and Works By Hannis Taylor 
Author of “The Origin and Growth of the English Constitution,’’ “The Origin and Growth of the American Constitution,” ek 


Cicero was the embodiment of the Spirit of Roman Republicanism. In his life i is epitomized the history of Roman 
public life at its best, and when, after having essayed the impossible task of saving the a through a social, 
moral, and political regeneration of the governing classes, he went down in the wreck of the commonwealth, the 
constitution lost its ablest advocate and defender. Jilusirated by reproductions of old and rare print. 8vo. $3.50 





Philippine Folk Tales By Mab-! Cook Cole 


With her husband, who was engaged in scientific work, Mrs. Cole spent four years among the wild tribes of the 
Philippines. These folk tales are written just as she heard them related i in the homes of the people, around the 
campfires, and as chanted by the pagan priests during their religious ceremonies. From these tales much can be 
learned of the magic, superstitions, and weird customs of the Filipinos, and one can also fee? something of the 
charm of their wonder world as it is pictured by these dark-skinned inhabitants of our Island Possessions. IHus- 
trated. t2mo. $1.25 


Our Field and Forest Trees By Maud Going 


Author of “With the Wild Flowers,” and “Field, Forest and Wayside Flowers.” 

It is the story of the trees that Miss Going tells from the time that Nature plants the seed until the tree’s maturity. 
Unlike most nature books which begin in the spring, this opens with the sowing of the seed in the autumn when 
the life of the tree really commences. The reader is then taken through all the stages of tree life and is told how the 
tree grows, how it lives, and what the leaves are for, etc., etc., together with a lot of wonderfully interesting tree 


and forest lore. Illustrated. r2mo. $1.50. 


The Principles of Natural Taxation By C. B. Fillebrown 


Author of “Taxation,’’ “The A. B. C. of Taxation” 
To clearly and plainly set forth the genesis and progress of the plans formulated by a certain school of economists 
for the taxation of economic rent is the aim of this work. These plans are otherwise known as the single-tax doc- 
trine, popularly ascribed to and championed by Henry George. The doctrine, however, is almost as old as the 
science of political economy itself, Adam Smith being the first, perhaps, to expound it. Portraits 12mo. $1.50 


The Mother and Her Child 
By William S. Sadler, M.D., and Lena K. Sadler, M.D. 


The things that every mother should know are here set forth by two eminent physicians in the pages of this practical 
and helpful volume. [t consists of three parts or divisions of its subject, part 1 dealing with the mother until the 
birth of the child; part 2, with the infant until the weaning period, and part 3 with the problems connected with 


the care and Seiags up of the child until adolescence. IMustrated. r2mo. $1.50. 


Property and Society By A. A. Bruce 


An examination and study of the private property from the social viewpoint, showing the value to society of this 
right, and evincing the extent to which it has and should be recognized. Like all other individual rights, however, 


it must, the author contends, always be subject to the public welfare, this bemg the highest law of our social system. 
16mo. 50 cents. 


Women Workers and Society By Annie M. MacLean 


More than eight million women go out from home daily in the United States to various tasks in the industrial and 

professional world. The close relationship of this great host, the mothers of the next generation, to our social 

well-being is obvious, and it is of vital interest to society that these young women have a fair chance in the world; 

that they be well-fed, well-housed, and be given the opportunity to develop physically and intellectually. 

The p sroblems of this eight million are the problems of the hundred million of this country, and it is with the hope 

that it may help to awaken an interest in that important class that this study of the woman worker has been written. 
16mo. 50 cents. 


Our Fellow Shakespeare By Horace J. Bridges 


At once an interpretation of and a guide to the works of the world’s greatest author. Mr. Bridges, the well-known 
writer and lecturer, depicts Shakespeare as ihe popular author of his time, who wrote his marvelous plays for the 


people and the people only. r2zmo. $1.50. 
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